
ECONOMICS OF 
SOCIALISM 

BY 

H D DICKINSON 


OXFORD UNIVERSiry PRESS 

1939 



0X1 OKU tJNIVI l<Sir\ J UJJJa*, 
Asih rr lErkimh, j- r ^ 
l^KUlrm I illiilinn K c Mow V<*rk 

Tucmtu ^LllHHima 4 iipaiKtvun IIihiiIkk^ 
< 'ilruiUi M'wlr w 
1tlJMl»IIKK\ Kill ]'-l>KI.> 

rvm 1«|||- K T«* t IIK t HIVI KBllV 


***WrBO IN CiniM7 mtIT'AIN 



PREFACt: 


T he purpciac of thia book la to investigate in the light of 
modern economic science the fundamental problcma 
involved in the orgini/ation of human productive activity 
for the aitiefaction of human needs m a society based upon 
the twin poatulotcs of economic freedom (both for the woricer 
nnd for tlic consumer) and economic equality During the 
inveatig ition fundamental issiiee rtgnrding the pnee system 
arc raised The significance of the pricing process for a 
socialist community is dealt with, and the intcffclationa of 
pricing and planning arc diecuaacd The author behevea 
both m tlie Bigmficnncc for a socialist community of the indi 
citioiis of tile pricing prooeaa based upon free individual 
choice, of occupation and consumption, and m the practica- 
bility of Its adoption by such a community Thus while 
developing hi8 own tiicme hejoms issue with three different 
Schools of tliought first with the scientific or technocrabc 
exponents of au Age of Plenty according to whom the 
problem of scarcity, nnd hence of pricing, will not ceast m a 
ntiomilly pluniied sociefy Second, with those socialiats who 
deny, wholly or in port, the relevance of the categories of 
rent and mtcrcfit in a socialist community Third, with those 
cconomiHts who asssrt that socialiam is an irnposaible ideal 
because under socialism all rational economic calculation 
would be impossible 

While the author s original purpose in this book was to 
make a contribution to pure economic theory he found 
himself, in developing this tlieine, more and more ob 
liged to take into account the purposes of economic activity 
and to consider the significance ot such institutional 
devices as plamung and the market in the light of these 
purposes Hence he wqb led to keep constantly m mind the 
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interrelations of economic fiictora With widtrsoti li ('=wmu 
called politicnl) factora tliua such fiiuil uncut il amcc 
welfere, freedom and equality irc hcic (li-KiissLd no 
in their economic aspccto but in thtir mnic L,ciu.rnl 
aspects It IS incvitiblc tliat tiic niitlior Hhoiikl luvt 
cceded upon certain aseiiinptioiis nt^ii'ilinL, soiitil iiu 
may thcL-cforc. he nude explicit it the outset th it the p 
work 13 based upon the liln-ril and demoei itie jiHsiin 
that the ultimate puqiofic of houiI uikI eolieelivc net 
the enlargement of (»p|Kirtiiiuty for tin ile\elopiiu 
mdividunl personality ns fir is this is eompiiililL wii 
equal opportumty of nil other individimls 
This book like ill protUiets of hmmn hlumr \A 
material or intellcctunh is the tcsult of i s(m.i iI itid n 
individual process 1 hus its imtlior is (hs-plv indihti 
encoumgcmeiU and inapiratiou to i ^reit nniltitii 
conscious and unconscioim uillalHintors I hose win 
helped him by their wntiiigs arc mentioned in the I 
graphy Those who have helped him by talk mil disci 
arc so numerous that he cannot mention them nil by 
He would likc» however, to Qcknowledj^e the eontiibnli 
raembera of the Graiigctowii Ailvinccd lutnriil 
(\V C A.) in Economics of i93‘;-6 A s|>Leiul word of 
tude la due to J D Ucrnal ami Tjuienilot ni>j'hen foi 
endeavoiiTB to widen the author a intelleettnl b 
beyond the narrow perspectives of academic ecoiioii] 
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CHAPTER I 
INTRODUCTORY 
I The Economic Pboblem 

T iif fundamental purpose of all economic life la the auus- 
faction of humnn needs with resources tJiat arc limited in 
conijianson with the needs clamouring for satisfaction On 
the one hand are needs — needs for nounshment, shelter, 
entertfunment fcllowslup solitude— coniphcated by infinite 
gradations in quality and vanety, and by countless vagaries 
of mdividunl taste and of collective Dsfiion On the other 
imntl are the resources at the disposal of society — raw raate- 
riajs sunlight in its protean raamfestationa, the time of 
hiiinnn agents These resources either m their crude form 
or combined and recombined into mstruraents of produc 
tion scim innnufacturcd goods and finished goods are 
requisite to the satisfaction of most human needs Even the 
inexst intcllcctUHl and spiritual needs make some call upon 
material rcjwDurcca or upon human lal)our power, for their 
satisfaction for paper pnnung machines, and typographers 
hilxnir lor masonry and timber, and the labour of architects 
and hmldcra, for maple wood and catgut, and tlie time of 
bkiUcil fiddle makers These resources arc scarce relative to 
tlic jioatuhlt needs for which they could be used There 
may lx: enough rough cloth m tlic world to give every one a 
Bimplc garment but there is probably not enough to give 
every one all tlic sumptuous robes he may desire, moreover, 
the 111 iking of cloth takes its toll of the producers time, 
which might otherwise be spent m leisure or in other kinds 
of lalxmr satisfying other needs Even if ultimate matcnal 
rcfiourexis were so abundant as to obviate any need for econo- 
mi/ing them, human labour would be scarce in companson 
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With the multifanous purposes on which it mi^ht be ex 
pended There are only twenty four hours in the day, and 
everybody could use them rU m work without satisfying all 
theu’ own or their neighbours desires But man must rest 
from labour m order to enjoy the fruits of laboui hcncc tlie 
demand for leisure competes with the demand for produc 
don and timpi must indeed be carefully husbanded if tlie 
needs of man are to obtam anything like the greatest satis 
faction of which they are capable 

rhe fundamental problem tlicn of ovi ry economic society 
18 the allotment of limited resources (mcluding human labour 
power among the resources) to die satisfaction of needs (in 
eluding the need for leisure) so as to secure die maximum 
of aatiafaction It is essentially a quantitative problem ns well 
as a quahtatjvc one It is not only a question of what needfl 
are to be satisfied but to what extent, as compared with 
other needs requinug eabefaction not only a question of 
what resources are to be made use of but tlie proportiona in 
which a given quantity of resources is to be divided among 
defferent uses all yielding different and competmg satisfac 
dons It 18 this quantitative problem that is the essential 
economic problem 

It 18 here that we must distinguish lictwccn technology 
and econonucB The agronomist can tell us the most cfiicicnt 
method of growing wheat under given conditions and given 
the quantity of wheat desired can tell us the quantity of 
land and labour required for the production of that quan 
tity He can tell us the same for the growing of cotton and 
the reanng of cattle But the determination of the quantity 
of wheat cotton and meat required for a certain populadon, 
with certam tastes and Btandnrda of hvmg b dancing the 
relative satisfactions afforded by wheat, cotton and mait as 
against the quantities of land and labour required for tlicir 
production — this is the problem of tlie economist Smiilarly 
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the metallurgist can advise on the beat methods of produemg 
steel of a given quality, and on the quantitative relations 
betVi'een ore and coke, while the expert in structural steel 
work can explain the advantages ot steel for building pur 
poaea as compared with bnck atone or wood but the 
ultimate problems regarding the quantity of steel to be pro 
duced conaideiing its possible uses and the consumption of 
resources used up m its rankmg the allotment ot the steel 
produced to different uaee the balancing of steel against 
alternative matenala m various branches of comtnicton, 
taking into consideration the resources consumed in the pro 
duction of the vanous alternatives — these are all economic 
problems We may say that tlie proper work of the econo- 
mist begins after that of the technician has been done 
Any souety must have a method of determining what and 
how much la to be produced of choosing between altema 
tives and of achieving its ends with the greatest economy of 
meiina The method of a capitahat society is the system of 
production for profit and exchange upon the market,^ modi 
fied bj monopolistic combinations of capitalists, by trade 
unions and by such occnsional end irregular mtruaiona of 
dehberate social intervention as tanffs marketing boards 
railway rate regulation factory acts social msunmcc &c 
The productive energies of society arc continually being 
diverted by the motive of private gain mto the channels m 
whith they will yield most proht to those who ointrol them — 
that 18 to say the greatest surplus of selling price over cost 
of production Meanwhile competition even if imperfect, 
18 tending to cquabze selling pnee and coat Therefore, m 
theory since sale pnee is detenmned by the consumer s 

It u tlao the method of an aconomio »j^teni without Jarje sonJa pro- 
duction or large scale merketinQ but havuig private property and dlriaion 
of labk ur in which good* arc produced by tmall iDdopendent producers 
directly for Q local market ThU aystom It what Mont call* umplo cotn- 
raodlty production 
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cffecbvc demand and cost depends upon the cn[)^cltJ of 
productive resoiircea to satisfy demand in alternative uses 
there should emerge the maximum sotisfiction ot needs 
with the mmimum expenditure of resources In reality this 
desirable result is attained only very impertectly Under 
capitalism, four causes coiitnbute to tnisily the readings of 
the pnee-mdex and hence to pervert the nllocntiori ol re 
sources to production 

(a) The luequahty of consumers incomes systLiimlically 
distorts the measurement of aocnl needs A rich imn wanting 
a coimtry cottage for a few week ends in summer can outbid 
two farm labourers who need shelter all the year round tivo 
cottages are tlirown together to moke one week end dwelling 
and two bread wionciB have to seek work elsewhere nt giiive 
nsk of unemployment oi else odd n six mile tramp to tlieir 
already fatiguing labours 

(b) Another all pervasive cause ot tiic fulsifieation of the 
pnee-and cost calculus la monopoly flic invisible hand 
which ifl presumed to maximi^ satisfaction openitca only 
under conditions of perfect competition hut |>erfcet com 
petition 18 not a real entity it is An abstraction horn ot the 
economists urge to rationalize the working ot the economie 
system Even that degree of competition wliith m John 
Stuart Mill s day was enough to give the mviHiIilc hiind 
good scope for its beneBcent \iork only exists dunng a 
penod of exceptionally rapid technical dcvclojimcnt it is 
a fleeting transitional phase between one penixl ol monopoly 
(mercantilism) and another period of monopoly (imjienal 
ism) Monopoly is the natural olFsprmg of competition 
Once it IS established, the presumption no lonj^cr holds 
good that the distribution of resources jiroduccd by the 
self interest of private entrepreneurs cotreapundfl t<» the 
maximum satisfaction of conaumcra 

(c) The mcretnaous modem ait of publiaty mokes it olteii 
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more profitable for the manufacturer to spend money in 
making people want to buy the thinga that he produces 
rather than on producing the thinga that people want to buy 
This tendency is reinforced by the mevitable ignorance of 
the conaumei called upon to diacrmimate between the pin 
pertes of nval brands of tooth paste vacuum cleaners 
canned peaches radio seta and artificial silk cami knickers 
It IS often more profitable to advertise poor goods than to 
improve then quality 

(d) On the production aide money costs not infrequently 
foil to correspond to true social costs Cheap goods can be 
made out of sweated labour the costa of aalvaging tlie human 
wrockag* ot industry being thrown on the relatives of the 
workers or on tlic general tax or rate payer Costs can be 
cut by means involving the neglect of safety precautions the 
pollution of the air by smoke the contamination of nvers 
by noxious affluents or the sacrifice of human life on the 
roads 

Ncverthelcee the pnee-and market system does give some 
sort of a solutiou even though it be distorted and per 
verted by class pn\ilcge and exploitation to the problem of 
the economic allocation of rcsourcea to the satisfa-^on of 
vnnous and competmg ueeds However much this solution 
may be cnticized it is urged that some solution even an 
imperfect one is better than none 

2 Socialism 

fi) General notion of Bocinliem Ever since the early 
days ot mdustnal capitalism men have sought a remedy for 
Its abuses and defects in some material reorganization of the 
economic system In particular the private ownership of 
the means of production has appeared to many reformers as 
the fundamental source of evil in the system To some such 
as James Mill and Henry George it is the private owncralup 
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only of land and natural resources to others such aa Major 
Douglas and Profeaaor Soddy it 10 the private ownership 
only of credit, that la the source of evil but to the majority 
the pnvate ownership of all non human means of produc- 
tion — factories, railways machinery and raw matcniils as 
well as land and natural matcnala and credit — has apjxnrcd 
as a barrier to the full utilization of tlic resources of the 
world in the service of the needs of mankind T.hc author 
holds this laat-expreased view However important histori- 
cally may have been the special role played by pnvate 
property in land and mmcrale, or in credit facilities aa a 
factor m the evolution of class pnvilegc in the present stage 
of development of capitalism all fonns of land and capital 
have become merged in a single miss of piivatcly owned 
means of production The concrete goods of which thin is 
composed have become intcrcliangcable with one another 
their speaal nature- -whether lond produced means of pro- 
duction or intangible productive rclotjons such ns credit — 
has become irrelevant The ownership of a j>ortion of tins 
mass confers the right to appropriate a certain part of the 
mcome of society If pnvate ownership of piroductivc re 
sources is to blame for the disharmonies of capitnlism it is 
pnvate owmerahip of all means of production and not of land 
or credit, or some other part of the whole tliat rnuat be act 
in order 

Nor m view of the intuuato mtcrloclong of share capital 
and loan capital m modem business organuation (cfl|x.ciolly 
that effected by holding companies ao that loan capital con 
trols share capital and vice versa) is it jxissiblc to eatahliah 
a diatmcUon, such as the theorists of National Socialism 
do between creative capital {sclrnffeiidet Kafnial) and predn 
tory capital {rc^endes Kapttal) and to make of the htter 
(generally loan-capital hence the tyrnnuy of mtcrcat — 
ZmahnechUchaft) a scapegoat for the anis of the twain 



SOCIALISM 7 

Once pnvate property m land and capital lb estabUahed, 
there ib a constant tendency for its ownership to become con 
centrated m fewer handa, until a definite class of owners of 
means of production (capitalists) emerges The mteresta 
of thifl class are distmct from and m many ways antagonistic 
to those at the rest ot the community The class dmeion 
between owners and workers begins 

The diBtnbution of property tends to inequality and there 
fore the distribution of incomes derived from property tends 
to inequality On the otlicr hand the distribution of incomes 
denved from work tends to be much less unequal The 
reasons for this are legion A few arc 

(1) Owing to the duniiushing marginal utility of income, 
the larger one a income the easier it is to save out of it or 
otherwise use portions of it for the purpose of adding to 
one 8 property The marginal disutility of labour however 
increases steeply alter a certain point Thus while it la pro 
gressively easier to add to a property income, it is progres- 
aivcly harder to add to a work income • 

(2) Owing to the working of the law of averages, the 
chances of total loss of capital dimimsh the greater the num 
ber of different portions into which it is divided for purposes 
of investment Tie small man cannot easily or cheaply 
spread hia risks in this way and is thus more subject than 
the big investor to loss due to the vaganca of the market 
(This is particularly noticeable m the general depressions 
that, under capitalism periodically devastate the rnaiket 
economy) If the small man seeks safety m gilt edged 
sccunties or in conservatively managed investment trusta, he 
has to put up with a chstmctly lower rate of return than the 
big operator can get on his capital with equal safety 

(3) Exclusive market information and exclusive opportum 
tics for mvestment on profitable terms are more likely to 

be* the presort author b JnsttttUiowl Ii^v4Tui« ch / J 
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come to those who ore already rich than to men of small 
raeane Similarly, employment at a high rernum riUon is 
more readily obtained by those who arc already well to-do 
or who are connected by birth education or social ties with 
the nch than it la by poor men 
(4) Once a society boa begun to be stratified mto claeaca 
on the basis of differences m income, die uc ilthier sections ot 
the community m general contrive to monopolize die cduca 
tional maclunc so that the necessary training and equijiinciit 
for the better paid employments only he ntijnircil by those 
who already belong to the higher income cInsscH ' 

All these (and other) influences art cuniul itivc 111 effect 
There are of course counteracting influcnets siicli us the 
tendency of the nch to relative sterility e\tmvagiincc and 
spendthiift behaviour (Vcblena coiiapieuous waste) the 
voluntary endowment of public institutions by the rich 
and progfoaaivc taxation But the gcncml tendency a 
system of private free enterprise and private ownership of 
the means of production is towards grutcr inequality lud 
towards the stratification of society mto antagonistic el ibsos 
on the basis of wealth and of tlie origin ol wealth While 
|mmor dmaions may be unportant the division limt doini 
nates social life is thnt between die owners and the non 
owners uf the material nieaua of production 

Socifiliflm thus ansca as the pobticftl objective of the non 
ownmg class In order to dmuniali inequality of wealth and 
to abolish the class stratification of aoeicty socmlista propoac 
to abolish pnvate ownership of the material means of pro 
ductioEL Some method must be devised of administering 
the economic system after the expropnatioii of tlic existing 
pnvate owners This is the problem of the economics nf u 
I socialiat commumty 

SceE-LJ Lowii Tk» CiiUdrtn Uu Un^llod Imlttutiowf lieiKHue 
pp 8 156 ind fWiUcai (oj Hogbon) chi vUi 
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(3) Definition of eoclaliam The definition of socialiam 
that wa» generally accepted during the half century bcUsccn 
and 1925 is social oivncrehip of the means ot produc 
tion Since that time the phmac planned production hiiR 
been tending to take its place Ihcrc is a cloae connexion 
between tlicae two iefinitiona On the one hand one nt the 
clucf advantages claimed for the socialization of the mcann 
of production is die elimination of the waste due to un 
planned chaotic individualistic production Individu ilistic 
production la co-ordinated it is true by the mc^hnnisin of 
price and the market but it is subjc t to grosa disturbances 
even m this sphere and it la funddincntaJly hlitul purpose 
less irratioiial and incapable of aatiafying many of the most 
urgent of huTTifin ncieds On the other hand ho tt is cintmcil 
by aocinliats the planning of production ib nnpoaaililc on any 
b^ifl leas radical tlian the complete elimination of individual 
property rights m the mearui of production ut least in all the 
major branches of economic actn ily and the transfer of these 
means of production to organs of collective economy Only 
80 can the community sweep away the secrecy nihitrcry 
boundary lines vested intcrcsu overlapping of functions 
wflRte and monnpnloy that < hanictcn/o private ( ntorprinc 
One fundamental difference octween socialism and capitaliiin 
will be die exiatenci, of an authority able to tiew the econri- 
mic system aa a whole and with power to ninkt dcciRions 
involving the system as a whole Anotlier funtlninental dif 
ference will be the fullest publiaty of all relevant ceonoinic 
statiflhcs throughout the whole ayntem All organs of a 
socialist economy will work so to speak within j^lnaa walls 
Socialism has also been definctl /oul enmt an equality 
of income’ and although few sociiiliata would adopt this 
definition witliout resenc socialism of nearly oil schools ins 

G Borm d Sh \v Uic Ini liKont W ;«« C tde to ntd 

CaptlalitHi pp 19 49 68 04 -tyj 343 
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been held to imply equality in one or other of the following 
senses 

{a) a gieater approach to equality in the distnbution of 
wealth 

(A) equality of economic opportunity, m ii more genuine 
seuBC than tliat of bourgeois liberalism 

(c) distribution according to need rather th in accordmg 
to effort or product 

In effect, these three tend to the. same result since both 
equality of opportunity and distribution according to need 
would lead to greater equality of actual income than exists 
under capitalism although not to an absolute arithmetical 
equahty Nor la the concept of greater cquility unrelated 
to the definitions in terms of social ownership or of planned 
production Since die most glaring inequalities of actual in 
come and nearly all the mcquaJitie® of opjiortunity ni-c based 
on the private ownership of land and capitsl social owner 
ship will almost certainly tend to greater equality Also, since 
the object of genuine economic planning (ns opposed to 
the sham planmng winch, like so called rationalization 
IS simply a euphemism for the restriction ol production 
and the destruction of machinery organuied by inono[W)Iy 
capitalism) is to subsbtute a conscious and direct relation 
of production to human needs for a relation nrnvcd nt by 
an ludircct mcchaniam through the uiieonHcious pinhca 
and pulls of innumerable private mtcresta in the market a 
true planned economy would approach to some extent the 
ideal of distnbution according to need 

The formal definition of Boaalism tliat will be used in this 
book 18 as follows 

Sogaham la an economic orgnnutation of society in which die 
material means of production arc owned by the wholu com 
munity and operated by organs representative of and responsible 
to the community according to a general economic plan all 
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membera ot the commuiuty bciag entitled to bcnctit 
results of such socialized planned production on the baais of 
equal rights 

This definition includes the three elements of 

(i) social ownership of the means of production 

(ii) economic planning 

(lu) equahty 

It purposely however leaves vague two points 

(fl) how society is to work the productive cquinment that 
It owns whctlicr throug,h government departments 
public utility corporations national guilds co opera 
tive societies or what not 

(i) exactly how the social product is to be distributed 
whether according to service or need whether in sepa 
rate shares to individuals or in communal supplies and 
aervirr^ 

But It does explicitly rule out irresponsible pnvnte enter 
pnsc and the continuance of any form of pnaleged m 
come or of class inequality in the division of the social 
product 

(3) Criticisms of soclallem Criticisms ot socialism 
have their fashions just as eocialiam itself appears from tune 
to time m various guises Durmg the first half of the nine 
tcentli century the Malthusian bogy was moat consistently 
invoked by opponents of communistic schemes It was held 
that population was always preaamg upon the means of 
subsistence and that only pnvate property coupled with 
individual rcsponsibihtv for the support of offspnng could 
prevent an increase of population up to the pomt of famine 
Communism might cstabhsh equahty, but it would be an 
equality of misery As the hottrgeotsts lost their fear of over 
population new arguments against socialism had to be 
found and thus until recently the question of mcentives 
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has occupied the front place in discussions on the possibility 
of collectmst socialism It was held tlmt socialism would 
luck the incentives to work and cfticiency tlnit under capital 
lam force men to give of their best in the service of the com 
munity — the magic of ownership the ambition ot making a 
pile or for those not fortunate enough to inhciit or win an 
mdependent business command tlic hope of promotion and 
the fear of dismissal Socialism might eliminate exploitation 
but It would be at the price of universal mediocrity and in 
efficiency But tim has not biippcncil in sm h piiblie enter 
pnses as the Post Office the BBC, md tlie Central 
Electnaty Board m Bntain nor has it lu the Soviet Union 
where under a collectivist economy tliere Inve tikcn place 
an unprecedented rise in productivity and a siK'Ctieulnr out 
pouring of human energies and cntliusi'ism 1 hus the m 
centivc argument appears Ices convincing Accordingly there 
appears m orthodox economic circles a new ci itique of social 
jiam more subde and technical than the previous ones based 
/on the supposed inability of a socialist community to solve 
purely economic probloms It is admitted that sueh a coin 
mumty might acquire a mastery over technique not inferior 
to that achieved under capitalism that new pavchological 
mcentives to do and give of one a lx»t might l)c dcvdojicd 
as powerful as the love of gam or the fear of destitution 
that even though every cluld bom were guaranteed a share 
m the resources at the dispioeal of the community philopro 
genitiveneas would not neceasanly bring the law ol- dimmish 
mg returns into rapid and fatal action what is asserted is 
that, even with highly developed technique adequate inccn 
tives to activity and rational control of population tlic eco- 
nomic directors ol a socialist commonwealth would he uniiblo 
to balance against each other the worthwhilcncas of different 
hues of production or the relative advantages of different 
ways of producing the same good L von Miacs, in his 
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GeuuairotrUchaft^ irwkea two definite charges against social 
let economy 

(1) vhere the state la the sole owner of intermediate or m 
strumentfll goods there can be no pace formation for 
such goods, hence no rational reckoning of cost and 
lienee no rational economy 

(2) under planned economy the managers of mdustry can 
have no discretionary power and no pecuniary reapon 
aibiJity for production, therefore rational nsk bearing 
becomes impossible 

The conclusion to be drawn from these two propositions 
IS that a socialist economy would have no gmdmg pnnciples 
and ViOuld as soon as it lost any parasitic support that it 
might get from comparison wtli neighbouring capitalist eco- 
nomics degenerate into an affair of wild guesses and random 
decisions ^ One of the objects of this work is to refute this 
cnticum of oocmliom and to ohow that oa for oe pure eco 
nomici IB concerned a sociaUstic economy ib at least theoreti 
cally possible ^ 

Another line of cnhcism, wbch was run in double harness 
with the incentive arguments by such cntica of socialism 
ns Mallock, and la pnraded to-day by Miaes and Gregory 
alongside of the rational calculation argument la that 
planned collective economy le inconsistent witli any kind of 
freedom of choice for consumers or freedom of employ 
ment for workers Tins point, too, will receive attention m 
this work 

Tmnilatcd tti Soualtim 1936 

For otber cridquca along thou line* aee F A Hayek CoUeettvut 
Economc PI/iuhuim B Drutikua Du Lthrtn du Marxisjmu iw LicMte dtr 
TvmuliiH RavoiuUan G Hnln J3I d$r Statahiwiut rmrUehafiiich in^hcJiT 

’ For tUghtly diff rent solutiooa of the problemi •« F M Taylor 
PnKlitction in a Sockllit StBto Amtrum Bcotmmt Rtvute March 11)39 
G Morreau Dc Lconomlsche Structuur eenor BooaJlatlacho VoUa- 
holaliouding De Eecmotfiirt Juno, July-Augu*t Soptamber 193* 
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3 Planning 

(i) General notion of planning The words planned 
production and economic planning have been used m 
section I of this chapter It is time to give a more precise 
definition to the concept For the purpose of thw bonk tlie 
following definition la adopted 

Economic planning la the making of major ccononuL decisions 
— what and how much is to be produced how when and where 
it 18 to be produced and to whom it is to be RllcR.Qte<.l — by tlic 
conaciQUB decision of a dctcmunatc authont) on the basis of a 
cumprchenaivo survey of the economic system os n whole 

Thie defimtion cmpliasizcs three characteristics of planned 
economy 

(i) conscious nature of economic decisions 
(a) unity of control 

(lu) basmg decisions on survey of economy ns a whole 
Item (i) reatneta the designation planning to forma of 
dehberate conscious control of economic bfe An economic 
plan mvolves more than an economic system or an ordered 
scheme of economic bfe A pure market economy gives nac 
to an ordered scheme of economic activity in tJic sense that 
definite laws of cconoiiuc behaviuur are tiiscovcrnblc in it 
but the order that exists under it is not one that la con 
sciouely willed by any economic ngent, it emergee ns the re 
sultant of the separate and inde|)endent wiUa of n large 
number of economic agents, each of winch mikes hia deci 
aion m ignorance of oil the others Such an economy c\ 
hibits orders of a sort, but no plan 

Under (u) the possibility of deputed or federal authonty 
IB not excluded nor is the exiatcncc of a field of minor 
economic deoaions that need not be made in detail according 
to plan but simply fitted into the plan m their totality In 
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the ultimate aoalyBiB however the reaponsibilrty for eeo 
nomic decisions must be eingle and undivided 
Undci (ui) partial planning of particular mdustnea and 
entcrpriBcs is excluded Planning must be general li it la to 
deserve the word However we may apply the term planning 
to Bthemes of economic control that deal witli the broad 
outline of economic activity without regulating details pro 
vidcd th It ao far aa they go they treat the economic system 
as a whole Thus schemes for deliberate control of the 
pnee level of tlie proportion between consumption goods 
mdustnes and capital goods industnea or of the distribution 
of the national mcorac between different classes might all be 
referred to as examples of economic planning 
In this connexion it le cortveoient to give more exact and 
specialized denotations to certain terms in common use to 
wit planning rationalization, and scientific management 
The meanings of all three terms contain a common element 
the idea of rational co-ordination of means and ends It 
would be convenient and would agree with common usage 
if we used the word planning to denote such rational co 
ordination m thu economy as a whole rationalization to de 
note rational co ordmation ui an industry or group of Indus 
tries and scienahc management to denote the same m an 
enterpnse or group of enterpnscs 

Wc must also distinguish plannmg from mtervention 
Intervention involves some degree of deliberate interference 
with the working of the free market system of economic co 
ordination but need not involve planning the system as a 
whole Intervention may be excraaed by the State as by 
protective duties quotas marketing boards factory acts 
minimum wage laws and regulation of the hours of labour 
or It may be exercised by private associations such as trade 
unions or manufacturcra aBSociationa and take the form of 
collective wage bargains of pnee and output control, of 
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delimuiatioii of sales temtory and of other rcatnctivt cove 
nanta that modify the noimal working of market equilibrium 
The point about intervention of this type is that while it 
modifies the conditions under which the market system 
works itaelf out, it still leaves the ultimate result of tlie eco- 
nomic process to be determmed by the mutual uitcraction 
of a large number of independent economic agents It docs 
not create a deliberate, conscious control of economic life 

It is clear that economic planning, m the sense in wlucli 
the word is used here unplies the unification ot property 
rights m the means of production The powers of control 
over the land and capital of the community that must bo 
vested m the planning authonty will give the latter the effee 
tive substance of ownership It may be that individual pro- 
prietors of means of production may be allowed to retain 
nominal titles of owncrahip but if so, this will amount to 
little more than a vested right to receive certain incomes 
secured on the general product of planned industry Plan 
ning thus, by Its nature unplice unified ownership of the 
means of production This does not of logic il necessity 
mempiibUc ownership we shall examine later whether there 
are reasons for believing that, m fact planning must involve 
public ownership of the means of production 

(3) Planning and socialism The terms Soeiiilism and 
Planning have been defined II remains to cxaimnc the rchi 
Uon between them Although sociahsm has been defined so 
as to include planning let us for a moment take it to mean 
only public ownership and control of tlic means of pro- 
duction (better called collectivism) and consider whether it 
necessanlymvolvcs planning We must also consider whether 
planning necessarily implies public (as distinct from unified) 
ownership In other words, can unplanned sociahsm or 
planned capitalism exist ^ 

(i) Ui^dannid Socudwn Wo can, ui abstract theory con 
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ceive the transformation of an unplanned capitalist economy 
mto collectivism m the following way (a) all the separate 
enterprises eiiating under capitalism are converted into pub- 
lic bodies iMiOioiU further umjicatton or co-ordaiation in such 
wise that each trades on the baiuii of market pncea as an 
autonomoua concern having no connexion except through 
the market with any other undertaking (b) aU rights of 
property m land and capital are transferred to the commu 
nity in such wise that latter appropriates the shares of 
the national income imputed to these factors by the process 
of pnee deterrmnstion m the market and redistributes tlicsc 
shares to its memhera hr individna] income Such an economy 
would be unplanned collectivism It is easy to see liowcver 
that It would almost inevitably aJidc mto a planned system- 
The aeparatenesa of the vanoas enterprises and the mutual 
blindness of those who conduct them while natural under 
private ownership would be a highly artifcial state of affairs 
under pubhc ownership The organs of pubhc economy 
would have every reason for mutual consultation and pub 
hcity none for separateness and secrecy In particular the 
organs responsible for the lovestnient of savings and the 
creation of new capital would by the very nature of their 
functions tend to cnviaage their task from the vieivpomt of 
the social economy as a whole and thus become whether 
they would or not planning organs Thus unplanned 
collectivism although logically thinkable is imlikely tn occur 
in practice 

(z) riajuied CapiUzhsm Can a planned orgamration of 
economic activity be combined with private ownership of 
the means of production ? Aa we iiave seen planning m 
volves a de fart 0 unification of property rights m the means 
of production Must this unification lead to public owner 
ship and to the abolition of income from property 1 e to 
socialism, or is it possible that a planned economy would 
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continue to hand over a large proportion of ita total produci 
to a small class of rentiers? This question la so importani 
that a separate section has been allotted to its diacusaion 
The broad conclusions that emerge from die duKnission arc 
that planned capitahara although a possible form of eco- 
nomic organization is imlikcly to be durable because of itf 
social and political consequences 

(3) Tlie consoquencefl of plniined cnpltalism It now 
remaina to consider tlie reasons which m the present writer s 
opinion render impracticable any mixed system of pubbe 
and private enterprise or combination of planning with pn 
vate property m die means of production Mixed systems 
may be divided into two classes (i) Ihosc of whicli un 
planned pnvate enterprise forms the essential ba'^is nnd 
fundamental pattern but which have been extensively in 
vaded and infiltrated by vsnous kinds of sLitc intervention 
m particular industncs such ns public owneulnp public 
control of prices and profits (c g in public utilities) or tnnff 
pnvileges and subsidies from public funds (minted to mdua 
tries which remrun in private ownership (2) Those which 
consist of a system of planning siipcnmpoficd upon imd co 
ordinating a system of pnvate enterpnse mul indiviiUml 
ownership Into this class come the various projects of 
planned capitalism, mcludmg the Corporate State m its 
various forms Sir Arthur Salters Ordered Society* Mr 
Harold MaamUan s Induetrial Self Government * and Mr 
Walter Elliot s Bucolic Utopia 

(i) Intervention whether m the form of state owncrsliip 
of state control or of fiscal manipulation whicli is uinhncd 
to particular industries and stops short of planning the 
national economy as a whole suffers from all the defects of 
unplanned economy and from some peculiar to itself As m 

A Saltor Reanw', in6 frmmoork of an Ordered Sofye/v 

H MBcmjlljan, Retomlru tion nml The Middle Way 
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a completely unplanned economy it i 8 liable to cyclical flue 
tuationa and to unexpected vanationa m c> onomic data The 
state if It runs an enterprise is simply one entrepreneur 
among many competuig with the others m the capital market 
and m the labour market It is as much at the merev of 
fluctuationa m the supply of capital as a pnvate entrepreneur 
and m its reUtiona with labour it is forced willy nilly uito 
the role of the exploiting employer This is the position of 
the London Passenger Transport Board vts d-vtt its em 
ployeea In a capitalist society even ^ socialist government 
lias to consider the mterests of rentiers and to resist un 
reasonable wage demands from its employees \n example 
of this 18 afforded by successive Front Populaire govern 
ments m France If the stale does attempt any different 
policy It IS as likely as not working m an unplanned economy 
m Ignorance of many of the relevant data, to do thmgs which 
defeat its own ends A case in point is the dilemma of a 
aocialiat government in a capitabst state trying to deal with 
unemployment under the stipulation imposed by capitalist 
interests that it wdl not compete with potential pnvate 
enterprise nnd that it will do notJung to disturb conscience 
Unless the state can consider the economic system as a 
whole — 1 e unless it plans — mtervention is likely to do more 
harm than good As an example we may adduce the usual 
consequences of tariff proteebon one industry is benefited 
and a number oi others arc harmed Moreover such piece 
meal intervention can rarely envisage thf true objectivea of 
economic policy Thus the natural attempt of the state 
dcahng with unemployment in a fundamentally unplanned 
economy is to give help of some kmd financial or adminis- 
trative to declmmg mdustnes and obsolete processes thereby 
prolonging their uneconomic existence rather than to dc 
velop new and more efficient processes and new induetrica 
satisfying hitherto latent wants 
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Finally the peculiar bane of all state intervention, that 
falls short of complete aocialiem is political interference by 
sectional interests Once the state dcviatea from the policy 
of lauier fajre (or more precisely from the mdwjdualiatic 
minim um of intervention*) It imraedifltely puts a premium 
on pobtical corrupboc It becomes advantageoua for any 
compact economic interest to capture the machuicry of the 
state and to use it to further its own private purposes The 
tariff history of all protectionist countries* and the annals of 
economic impenali^* offer ample illustration of this 

(a) A completely planned capitalist economy* could avoid 
raoHt of these difliculliea It would be Irce from the defects 
of piecemeal mtervention Through the glass walls of a 
planned economy tlie consequences of fnvounng one accuon 
at the expense of another could be clearly seen — ho dearly 
seen m fact that inequalities of personal advantage not based 
on functional differences of genoroUy accepted utility would 
soon cease to be tolerated in a polidcoUy democratic com 
mtinity Moreover the economic functions of the capitalist 
— the provision of new capital the assumption of risk the 
introduction of new matcnals and processes — tlint lu an un 
planned economy afford eome sort of social justification fjr 
hta existence would be wholly or largely auperaeded m a 
planned capitalism by the planning autlionty leaving the 
capitalist as a mere rentier a receiver of socially uiijuBtificd 
and therefore pnvd^ed mcome 
Thus a planned capitalist economy ■would come up agnmst 

S« H SldgMck, Elevnnis <\f Pohita ch iv Pnmpin oj PoJUicnl 
Ecmtomv Bk. id chi li iu jv 

F W Ttuiiig Tariff Hiriory ff On United 5/7/« 

* J A Hobion Jmpenahm V I Lenin Iwpfnnhtm P I Moon 
ImpcnabiM mtd World Pohfui L Woolf Economic Imperuihrm 

* CompJeicJy planiKct in the genie that the plannma outhfinty would 
be in I poiidOD to rovtcw the econcmilo ayatem u a whole not m the 
•ento that every cietaU of econonaic life muat bo reguliilcd by it 
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one almost insuperable difficulty This is the division of the 
product ot industry not only between the owning rlaiw and 
the working class but among different sections of the owning 
class As long as the market is the ultimate arbiter between 
the claims of the different parties to the production process, 
90 long can the illusion be maintained that the diviaion of 
the product la governed by forces as impersonal and mevit 
able as those which govern the weather E\en m a society 
where many mdustnes are in fact earned on by the public, 
but aa isolated enterpnsea not part of a general social plan, 
this illusion of mevitability may persist But as soon as the 
state through a defimte planning organ makes itself lespon 
sible for the consideration of economic activity aa a whole 
this illusion 18 destroyed, and the essentially social nature of 
all economic relaPons is revealed 
If under pn\ate enterpnse or under unplanned piecemeal 
state enterprise the coalminer? aak for on advance in wages 
they may be told that their demands cannot be granted 
because they go beyond tlie capacity of the mduatry to bear 
If they ask why the mdustry cannot afford to pay higher 
wages they will be told that it is because the pnee of coal is 
too low If they aak why the pnee of coal is aa low aa it is 
they will be told that it is because the demand for coal is 
small and so on But m a planned economy the whole 
eyatem of quantities, pncee, wages fitc , is the result of the 
deliberate decisions of a responsible plannmg organ If 
wages are too low m any one industry it la the duty of the 
plannmg organ to adjust pncea and quantities produced so 
as to yield equal wages to work of equal skill responsibility, 
and difficulty m every industry If then wages are low in 
all mdustnes, it is either because productivity per head is 
low or because factors other than labour are takmg a large 
proportion of the total social product But the proportions 
m which the social product is divided between labour and 
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other factors while m an unplanned economy they arc the 
apparently fortuitous result of the interaction of inauinerable 
uncontrollable factors, arc m a planned economy the result 
of deaaiona for which the planning authonties are directly 
responsible The Uluaion of objectivity thus stripped from 
the process of income formation, the non wage elements in 
distribution will be seen clearly for wliat they ilwaya Imve 
been m essence— the fruits of e\ploitation (Mar>v a Surplus 
Value Veblen a Free Income iny Iimtituiiuiml Revenue) 
Once this occurs the pressure ol tlic organued working class 
for a continually increased snare of the social prcnUict leading 
ultimately to a complete expropriation of tlic projicrty 
owner uiii only be resisted by the destruction of the or^ inbxU 
working class movement and the abolition of all democratic 
mstitutionfl In othci words capitalist planning enn exist 
' only on the basis of Fascism 

Not only the distnbution of the product betwc'cn 1 iliour 
and property but also tlic division of the share of proj>crty 
among the vanous groups of property owners will be nUendctl 
by a similar difliculty In a planless economy a ccnsclcss 
process of competition modified by partial and iisunllj tern 
porary monopoly allocates varying amounts of surplus value 
to one group and another in a manner that seems inevitable 
and natural Once plannmg is complete the share of each 
section has to be determined by a deliberate (Iccision of the 
planning organ Unless the property owning clnss is content 
to accept once and for all an allocation of shares m the aur jilua 
product according to the relative competitive strength of 
different sections at some dchnitc moment before full plan 
mng was catabUfthed the planning organi/Htion will be the 
object of ceaseless attempts on the part of vested interests to 
seize control of it for their own profit (Observe timt this is 
equally true of national groups — eg British finance capital 
as against French finance capital' — and of industriHl groups 
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Within a country — c g export raduBtnes against home market 
mdustnes capital goods mdustnea as against consuniption 
goods mdustnes) It is m the highest degree unlikely that 
conflicting interests — whether national or mduatnal — within 
the owning class will acquiesce in such a stabilization of any 
particular statut quo On the international scale war and on 
tlie national scale organized political corruption will be the 
result Planned cap tahsm will not only be a fascist society 
but a gangster fascist society A socialist society can avoid 
this difhculty by distnbuting the ourplua product on a basis 
of equality Capitalism however la based on the aeation 
and preservation of pnvilegcd income for a particulai class 
Since Its essence is the denial of equity it is impossible for 
It to find any equitable formula for the division of the 
social product either between Labour and Property or among 
the different secuons of Property 

In this connexion it is interesting to note the objection 
made by defenders of the existing system to bringing eco 
nomics into politics In truth economics have been in pol 
tics nil the time but ui a concealed form What the sup- 
porters of capitalism object to la the making manifest of the 
economic implications of existing social institutionB of pro 
perty inheritance and educational inequality They attempt 
to divert the workers interest from fundamental social msti 
tutions — the true subject of pohbes— to the superficial monities 
of party pohtitnl sham fights It is to then interest to prolong 
the illusion of a natural economic order working by im 
personal and irresistible economic laws it is to their interest 
to conceal the exploitation of the worker behind the veils of 
a system of objective market relatione which allot wages to 
the worker and interest to the capitalist equally in the form 
of the price of a aemcc 

Of all forma of piecemeal nationalization or atatc-control 
tliat of the banking system would come closest to setting up a 
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planned economy at one stroke. Once the state was reapon 
Bible for the conduct of the banking system it would be 
obhged to look beyond the purely commcrcml criteria of 
banking practice (reaerve ratios, liquidity of assets 5cc ) and 
consider demands foi credit from a social economic pomt of 
view It would have to consider the balance of saving and 
investment the proportion between consumption goods and 
production goods industries, the volume of spc'culative com 
pared with productive transactions 6cc In other words a 
state controlled banking aystem woul<! be obhged to consider 
the economic activity of the commuiuty as an organic whole 
thus It would already be in embryo a planning organ Ulti 
mately therefore the nationalization of banks would make 
manifest that fundamental conflict of cljsses which is latent 
all the time m tiie system of market economy 1 Jus probably 
accounts for the fact that proposals for tlic nationnh/aiUon 
of the banks arouse mucli more bitter opposition from the 
capitalist ranks than proposals for the nationnli/ation of any 
other industry 

4. The Economic Prodlem Under Socialism 

( 1 ) In general A socialist society will have to solve the 
problems that are solved m a capitalist society liowcvcr 
imperfectly by the method of production for sale in the 
market at a pnee Must it work out a brand new Rohition 
ah ongffte for these problems or may it make use of some of 
tlie machinery evolved during the period of petty commodity 
production that preceded capitalism and perfected under 
capitalism itself? In other words the field of our investiga 
tion IS the extent to which price and its correlates money and 
tlie market, can be adapted to a planned sociulist economy 

With regard to the significance of pncing for a Bociolist 
economy socialists are divided mto two schools of thought 
those who hold that the mdividuahstic assumptions behind 
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the pnemg process have no relevance /or a aocialiat com 
munity and those who hold that they have 

(a) The first school would reject m principle tht notion 
that the demand achedules of individual consumers give any 
adequate indication ot human needs The most brilliant 
exposition of tliia view is probably Lancelot Hogbon a Ra~ 
treat from Reasoti ’ It rejects the two cotrer stones of uidi 
vidualiBtic economics the doctrine that the mdmdual knows 
best what 18 good for him and the doctrine of the msatiabihty 
of human wants It asserts rather that the b'laic needs ot 
humanity enn be a&tertained better by scientific study than 
by offering people a choice of goods m tlie market place and 
tiiat non basic needs arc the result citlicr of class staiidards 
of consumption (Veblen 8 conapicuous waste and pN:\iniary 
emulation ) or of profit mongermg advertising campaigns, 
wlncli mulUply satisfactions without increasing sntiafacUon 
If these views be accepted social production will be earned 
out not in response to the indications of the market but ac 
curding to a planned survey of liumaii needs 

(\ further point made by these theorists is that the nor 
malizuig of consumption following on the scientific study 
of human needs would make possible etandarduation in 
production to an extent previouslv unheard of and thus 
reduce greatly the cost of sotietying those needs In this way 
It 18 hoped the goods that ore rc'quired for human cunBump- 
tion can be so fci,' and so easily produced that they will 
become free goods and the economic problem as such wiU 
disappear) Later fCliaptcr 11 section if?)) we shall examme 
the contentions of those who reject the concept of the 
insatiability of wants Also (m Chapter II section i (4)) we 
shall deal with the view that scaraty will be abolished and 
economic calculations thereby rendered unnecessary by 

See tlao the Kimo lutfaor • Intnxluction to Pohhad Anthnihc and 
Lewu Mumford e Tsxhuct and CniivettoM cJ> via Bcctiona 6 and 7 
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technical progress in the future age ot plenty Meanwhile 

however we shall adhere to the more orthodox views 

(b) The second school of socialists starts off witli the liberal 
individualistic conception of welfare as consisting in the 
aatiafectioQ of particiiiar individuals particular wants inter 
preted by those individuals themselves by an act of deliberate 
consaouB choice It entrusts the satisfaction of those wants 
to a collectivist economic organization rather than to pnvate 
enterpnae because it believes that collectivism can when the 
distnbutioii of mcome as well ns the organization of produc 
taon la taien into account provide a greater aggregate of 
individual satisfaction than private ciiterpiisc can A social 
order uf this type may l»c called libcrtantui socidisin Adhc 
rents of this school desire soaalism in order that they may 
establish for the first time m human liistory in effective 
individualiam 

(a) Pricing under eocinlJsni Whiclicvcr view there 
fore be taken of the process of satisfying human wants — 
whether we accept or reject the relevance of tlic individual s 
demand schedule — there remains the economic problem the 
problem of disposing of limited resources so na to provide 
the maximum satisfaction of human needs which needs are 
if we interpret the word needs m its widest sense capable 
of mdeGmtc cxpanaiou This unplica tluit tlie economic 
organizers of tlie community must adopt sninc system of 
valuatiorL That is to say there must be eatabbshed a scale 
of relative importance (m other words value ) among the 
different possible ends of economic activity resources must 
be valued according as they contnbutc to these ends ( iin 
puted value of the Austrian School) the most ndvantiigcous 
uses of resources must be discovered and scarce resources 
must be husbanded ( coetmg and principle of substitution ) 
According to the first school of aocialata the alternative ends 
of economic activity will be comparatively few and will be 
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laid down by aome authonty acting on behalf of the com 
mumty aa a \ hole Accordmg to the second school they 
will be determined by the individual preferences of miJhona 
of separate economic subjects in this case tlie problem of 
balancing one man a preference agamat another s will arise 

Analogous to the problem of consumers preferences tor 
goods 18 tliat of workers preferences for jobs Here too 
two solutions are possible Eitlicr people can be allocated to 
different occupations in accordance with aome objective test 
of capacity (e g by some development of industrial psycho 
logy) or they can be allowed to thooee according to their 
own preferences In both cflbcs the fact that some kinds of 
labour arc scarcer tlian others must be taken into account m 
the social cost accounting scheme in both cases it will be 
economically desirable to increase tlie supply of the scarar 
types of labour In the tirst case however the only problem 
will be the belancing of tbc coot of training ogamat tJic pro- 
ductivity ot the factor in tlie second case an additional 
problem anses of offering mducements to workers to move 
into occupations where laboui is relatively scarce out of 
occupations where it is relatively superfluous A libertarian 
socialist community cannot dispose of human factors of 
production by administrative order as it can dispoee of non 
human factors It must respect individual workers prefer 
ences for one job over another 

In whflt follows we will asBumc a hbertanan form of social 
mt community, not because it is necessarily the beat or die 
only possible form of socialism but because it raises in the 
most acute form tlie economic problem If it is soluble 
under libertarian socialism it la a forUon soluble under 
authontanan socialism 

The problem before a libertarian socialist economy is three 
fold Firah ^ ere is the raeaaureraent of demand, m order 
that production may be directed so as to yield the maximum 
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of aatiflfaction Second there la tiic meaaui-cment of coat^ 
m order that the satJafacQons that are proeured may be 
procured with the minimum expenditure of rcaourcca the 
calculation of coata afforda a cnterion for deciding between 
alternative plans ot production Third tlicrc i9 the proh 
1cm of diatribution — that of allotting to particular nieinbera of 
society definite shares m tlie goods produced 

In capitalist aocicty’ llic price ayatem soIvl'S after a fnshion 
all three of these problenia at once ^ riiua the pacing pro- 
cess has a threefold function m the individualistic system 
corresponding to the pricing of consumption goods of 
mtermcdiate goods and of ultimate factors of production ^ 

(1) The prieiog ot unwumpUon goods us ii rvguhtor 
ot demand Henix it (i) iillocatea alrc-idy produced 
goods to consumers according to the scarcity ot the 
goods and the intensity of tlic consumers demand 
and (u) mdicatca the kind and nnnil>cr of goods that 
should be most worth while to produce in tlie future 

(2) The pricing of intermediate goods (and of ultinmtc fac 
tors of production) yields a measure of relative cost and 
hence acta os a guide to the worth wlulcncss of pro 
duction as well as to the best metlind of production 

(3) The pnemg of ultimate factors of production afforda an 
automatic method of diatnbution By allowing owners 
of Biich factors to appropriate their economic value as 
personal income the value of the whole mass of the 
^cifll product ifl allocated without residue and without 

Al«o under timplo commodity production 

Pnee ftl»o i* a me»n* of comparing phyak*lly und tochnlcHily di*- 
•imilir good* and heiKa of calculating d moMuro r f nggrcftito production 
TTiia function of prico U denvod from thoto nunibored (i) and (a) follow 
Ing It will bo dJacufsod under hoedlng (a) tho pricing of IntcnncdlBto 
good! (See Ciuipter III lection 6) 

* Tte phraio ultiimto fiuauri of prodiction a uwd to designate pro 
duetjon goods (such oj land and human labour) that cauQOC bo rcaolv-d 
Into other production goods 



THC ECONOMIC PROBLEM UNDER SOCIALISM 39 
deficiL among the collective producers of it according 
to ft process that apparently, takes place mdependently 
of tlie Wilis and preferences of any individual in 
authority 

A Bocialiat society tliat adopts the pnee system may also 
use the same device for all three purposes If however, the 
socialist coinmunit} jettiaona the system of sole at a price m 
a free market then it will have to develop new machinery to 
ded with these three problems It la possible tliat three 
difterent kinds of innclunerv will be necessary for these three 
sepante purposes In other words there is no necessity m 
the nature of things that a device for the measurement of 
conauuicra prctcrenccs should serve at the same tmie for 
the allocation of producers shares in a collective product 

A socialist community miglit adopt the pnee system for 
function (i) only or for functions (i) and ( 2 J or for all three 
function'^ 1 hat la to say it might price finished gooda and 
allow the consuincr free choice of goods already produced 
at the pnees fixed but might adopt a completely separate 
and distinct method for tlic calculation of costs and a third 
system for tlie diatnhution of individual income Altcma 
tively it migiit extend the pnung process to include a coaong 
system based on imputed prices of intermediate goods and 
ultimate factors of production while completely divorcing 
individual earnings from the value of factors of production 
Finally it might adopt the price system in its entirety thus 
setting up witlun the socialist community a simulacrum of 
capitalist economy 

5 Some General Assumptions 

Wc postulate au economic society of the Occidental (West 
European North American and Australasian) type at a 
fairly high level of tcclmologicnl development Economic 
self Buflicicncy is not postulated (Foreign tiade under 
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soaahain is discussed m Chapter VII ) In tins society wc 
shall assume that pnvate prop^ w rccogui/^d m ^ooda used 
for personal consumption but not in goods used for trade or 
for producing goods to be sold m the way of trade Natural 
resourcea and instrumental goods arc owned by the com 
mumty, and all production la undertaken by organa of the 
comraumty (Later we shall consider the possibility of 
modifying the assumption that all production is socmiL'ed, 
see Chapter VI ) We shall isaume the existence of a number 
of separate production units, grouped according to the nature 
of the product or the needs of the market into hrger units 
and these larger units into still larger units and so m a 
hierarchy with a Supreme Economic Council (S F C ) at tlic 
head (This need not preclude a multiformity of types of 
organiiation government departments, autonomoua com 
missions, national gudde, co-operative societies, and non 
profit making voluntary associations ) The & L C will be 
provided with the appropriate oi^ans for statistical research 
and control and will have powere of inspection and nudit 
over the entire economic system 

Wc shall not, however concern ourselves witli the details 
of economic orpmzaUon It is tempting to draw a picture of 
a planned socialist system of industry — the coiiiititution of 
the planning organs, the hierarchy of combines tnists and 
enterprises, the special organizations required fur banking, 
transport, houamg, agriculture, &c But to do this would 
lead us away from our central topic, which la tlie part played 
by the pnee system in a aociabst economy ^ 

‘ For a dbcuMiDn of probloma of ecooonuc orv<uii*ntinn the reader ib 
referred to luch worka u D and S Wcbb« ConstiiutwH Jor a Socinlitl 
CommomMoUh qf Gnat Bnian G D H Colo • Prniaplu qf Uommu: 
Platouag or Bn taw WUhovt CoptUUult 



CHAPTER 11 

CONSUMPTION GOODS— THE REGULATION OF 

DEMAND 

I Social Needs 

W E shall take it as axiomatic that a socialist cominumty 
must prcxluce m order to satisfy tlie needs of its mem 
bers But first wc must clariiy this concept of needs A 
socialist community must gi\e a broader mtei’pretation to 
the term ‘needs tlian does a capitalist economy Broadly 
speaking we may say that orthodox economic theory identifies 
needs with wants, and considers only such uimts as can be 
expressed in terms of individuaie preferences for particular 
concrete goods or for particular services that are capable of 
being rendered to particular individuals Closely related to 
this mdividufllifltic interpretation of needs are the concept of 
the insatiability of wants and the concept of scarcity, which 
latter may be said to be the leading idea of bourgeoia eco- 
nomic theory 

(i) Needs and wants Ihc diatmction between needa 
and wants is the distincbon between the objective and the 
subjective Needs are what wc really require for life, efti 
ciency, and enjoyment wants are what we thmk we require 
Obviously the method of selling goods for money on the 
market espiccially if the process is backed by all the arts of 
salesmanship, lays emphasis on wants as distinct from needs 
Tlic assumption of the mdividuahstic school of ccoaoimats 
18 that every consumer is the best judge of his own needs and 
tliat hifl own conscious want m a reliable guide to what will 
give him most satisfaction This would be controverted by 
many who point out tliat even m such elementary things as 
food the mdividual s conscious wants are no guides to what 



3a CONSUMPTION GOODS 

la really wholesome while m such matters as housing public 
health education and insurance it is generally ndniittcd tliat 
people will not buy in the open market as much of these 
services as is good for them Hence arises the necessity of 
providing social services otherwise than through sale on the 
free market It is suggested that many otlicr tilings such as 
food and some forma of recreation should be provided m the 
same manner as the existing social services and on tlic same 
pnnciple that of some objective standard of need rather than 
the subjective velleity of want Give people more money to 
spend and they /ill feed themselves on tinned goods pickles 
and cream buna To raise tlieir real standard of living there 
tore they ahould be provided witli nutritious food whetlier 
they consciousl) want it or not Thus runs tlic argument 
Thus tliere la a case for the intervention of a body of 
expcits whose function is to mould the individual s schedule 
of wants mto uniformity with hia real needs But in view of 
the resentment that roost people fed wlien their conscious 
choice is interfered with it would appear best that this 
intervention should take the form of persuasion rather than 
compulsion The powerful cnguic of propagnmln and adver 
tiscment, employed by public organs of education and enlight 
enment instead of by the hucksters and panders of pnvatc 
profit making industry could divert demand into socially 
desirable direcbons while preserving the subjective impression 
of free choice If the rocrctncious but effective arts of the 
salesman and the publicity expert were placed at the disposal 
of impartial and diamtcrcsted bodies of experts — dieticians 
architects heatmg engmeers textile specialists ortliopac 
diets psychologists — what an improvement m the standard 
of food houses clothes footgear and toys would result I 
(*) Communal and individual consumption The 
existing system of production for the market empliasires 
commodities — i c concrete goods destined for individual 
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cuiiBuiiiptiun oi jiailicular acrvices rcudeicd to particular 
individuals — nther than human needs (or even wants) m 
general Now many ncctls are satisfied by such individualized 
commodities Every one needs his own particular tooth 
brush Human feet are so little standardized that A s shoes 
are not kind on II a corns ‘ Cricket bats musical instru 
menta books and bicycles (or motor cars) are individusl 
things that soon acquire an individual relation to tlieir user 
In all tliCBC instances there is a strong case for the satisfaction 
of needs through individual provision of concrete goods and 
services A very large number of needs ■whose salisfacUon 
requires the use ot scarce resources are individual needs in 
tlic sense tint tlicy are felt by individnals that then mtcnaity 
vanes from one individual to anotlier and that their satis 
fftCti in requires that the individual should have the power of 
disposal over specific goods To tlie last statement tJiere arc 
many exceptions — parts and museums are instances of an 
important class ot exceptions — but a vast number of needs 
do call for individual disposal A communally provided 
btef steak tooth brush, pairof trousers book or bicycle must 
be actuall) in my poeacssion before it can aatLify my ncedn 
In some cases sucii os the beef steaks I must have the power 
of absolute disposal even unto destruction In others such 
us tin, tooth brush and the trousers I require exclusive con 
trol over the whole period of its employment In others 
sucli as the book and the bicycle a nght of temporary dis 
poaal will sometimes satisfy my needs but I must be able 
to get the piirticular book or bicycle that suits me — not any 
book or bicycle will do In these cases it is not social need 
but individual need that requires satisfaction even in die 


' rho fUcRtKin to *hoo dwinn of one tenth of the eWill anct efTort 

now d y d v uhJ l wlUi g alxjus and creatl g f hion«bl no It w 
linca of Bflici Wlk See irught well abollih comj and other foot trouble* 
within n generation 
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moat coinmimiatic society Granted that no mdi\ iduul exists 
except as a social bemg and that all individual needs arise 
xvithin a social framework nevertliclcsa tlie need wlieu it 
anaca la the need of an individual and reqmrcs for its satis 
fiittjon individual power of disposal over goods 

But many human needs are of a different kind Without 
rtlapaing into the nonsensical (and foaciatically teniicntious) 
belief m Q super personal entity capable of experiencing 
satistacUon apart from the mdividuals composing it \vc may 
subsenbe to tlic view that many mdivuliinl nci'ils can be 
satisfied better (or can only be satisfied) by a certain act of 
social relations involving in some cases the entire social 
economic system radier than bj the proviaion of concrete 
commodities I'he desire for leisure can only ])c siitishcd by 
an economic system in nlucli work is ddibcnitcly planned 
so afl to allow of short hours 1 he desire foi country walks 
and scenery cannot be satisfied (except for an aristocratic 
mmonty) by providing each individual with a pnvatc park 
and woodland but it can be satished by collective action on 
a national scale wth regard to the utihzation of land 1 lie 
desire for children and a normal famdy life can be satisfied 
to a certain extent by the redistnbution of income in conso- 
nance with family needs, each family being left to spend its 
income on cuumiodities bb it thinke beat but far more effec 
tive up to a certain point, is planned aocial effort m the 
matter of housing medicai services domestic help and tlic 
collective superviflion of cluldren in order to guarantee to 
their mothers a certain minimum of free time 
It thus appears that there is an important distinction to 
be made between two categories of goods and scrvicca On 
the one Innd there aic such goods and Bcrvicca aa aatisly 
easentiaJIy collective needs — such aa accunty and order, 
beauty m the city and countryside public health education — 
and on the other tiiere arc eucli goods and services ns satisfy 
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easentinlly uidi-vidual needs In the hrst category may also 
be included rmnv needs such as a minimum of food clothing 
^lld shelter whicli are strictly speaking mdividual but 
which bemg relatively un8pcciah2ed and common to the 
bulk of mankind may possibly be more easily supplied by 
collective provision than by individual provision ITua will 
leave m the other category the relatively more speciahzed 
needs which vary from person to person and which only the 
mdividu il conceriiLd can adequately estimate in intensity or 
balance against the intensity of other needs Consumption 
thus falls into two mun divisions We will call the first the 
division of communal consumption ' and the second the divi 
Sion of mdividud consumption * 

(3) The iiisatinbUlty of wants If we tlunk of the satis 
faction of human needs entirely m tenns of mdividual con 
sumption we are likely to magnify die importance of coni 
modifies and to uniccivc of aatiafaction entirely m terms of 
the number nnd vnnety of such individually consumed goods 
Thus arises the concept basic in orthodor economic theory 
of tlic insitinbihty of human wants the idea that however 
many goods an individual is provided with it will alunys be 
possible to make tome addition to his welfare by adding to 
the stock of gexxis in his possession that, even if satiety has 
been attained m one deportment of wants others remain to 
respond to the stimulua of novcltv so that the point ol satia 
tion witli goods m general is never reached 

Hie divjsi in of cnnicnnnol consimiption docs not correflpond eiflctJy 
t whnt nro called *ocifll acrvlcoi Dince •omu Bocial services (e4i »oc3ol 
insviran'-c) uko tho form of inoiwy payments made to individuals \\+io 
then ent r the nuirket as Individual demand ra of goodi (.lee Ctupter IV 
icKfinn 5) 

N )tc tho distinction between communal and individual connnnptiofi 
nfl d fined above and toCTaliiod and private pro(fuetjon (sea Chapter VI 
section i) I t r tho latter I uao the terma aocialixcd and pn\pte teclort 
folk wing tluj Boviot termmologv wlillo for tho former I uso the terma 
(Iti iiioiis of cnminuiiel and individual conaumpti m 
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If on the other hand we think ofthc satisfaction of human 
needs entirely m terms of communal consumption we may 
be tempted to reject tins concept of the insadabiJity ot human 
wants It can be argued very plausibly that the majonty of 
tlic wants whose satisfaction keeps busy the productive re 
sources of society at tlic present day are factitious ;vHnts 
die result eidicr of competitive standards of expenditure in 
a class souet) or of lugh pressure salesmanslup impelled by 
the desire for profit It is obvious how capitalist enterjinse 
m die consumption goods mdustries stimulates the produc 
tion of articIeH serving ephemeral and fantastic wants (the 
numerous industries battening on womens fashions in 
clothes and coemeties illustrate this point) Even m the case 
ot genuine needs capitahsra multiphes varieties beyond nil 
necessity and stultihes freedom of choice bv milking intelh 
gent choice impossible Moreover capitihet enterprise 
having embodied much ekilled labour and other resources 
m the production of superfluous goods proccetla to utili7e 
more labour and material resources in the task of selling 
what has I>een produced ITic great bulk of the effort spent 
m salesmanship of the ebllcd printing and other work in 
volved m advertismg of the floor space glass and concrete 
devoted to elaborate show rooms — the hulk of ail tins repre 
sentB one waste caused by another waste As a general rule 
tlic more useless the commodity the more effort is wasted 
on pushing the sale of it Moreover even if wc set aside 
wants obviously ephemeral and fantastic, and vanety that is 
hvpertrophied to the pomt of bemg meaningless a very large 
part of the w^ts that are satisfied by thi. goods produced m 
a capitalist society are not real human neetls at all but are 
wants based on what Veblcn calls conspicuous waste ' 
filings are desired not because they serve some purpose of 
convenience or comfort or beauty but simply because they 
Th VebUn Theory of the Ltnure LUm 
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arc expensive and their poaseseioii is a mark of social siipc 
riority— m a society stratified by pecuniary wealth Illu?tra 
tioDfl of this are the use of pUtinum in jewellery m spite of 
its dull appearance (it ja significant tliat the quantity of 
platinum that the market will buy fails as die pnee falls — a 
reicrsal of the normal law ot demand) the high rents of 
uncomfortable and badly appointed flats with a good ad 
dress the demand for old furniture that is good neither to 
use nor to look at and the racket ju limited editions of books 
In such cases it is pedantry m the economist to talk of 
scarcity as detenmnmg tlic pnee it is the price that causes 
the scaraty 

A society tliat was free from tiiese factitious wants arising 
out ot competitive display and competitive salesmanship 
would find It very much easier to organize the satisfection of 
the genuine hiunan needs that remained The goods serving 
theee needs could be standardised much more than at present 
by the chinmotion of trivial and meaningless varieties witliout 
sacnficing any real freedom of coDsumera choice Suppose 
for example that the skill and energy that is spent in design 
mg new models of motor car 01 radio with alight variations 
m order to make people discontented with their last year s 
model or in order to make them think there la sorne essential 
difference between A 0 product and B e were pooled m one 
organization instead of being dissipated over several mutu 
ally secrePve and antagonistic establishments suppose fur 
ther tiiat they were set to work first m analysmg what the 
consumer really wants (as disPnct from what he can be made 
to think he wants) second in designing a small range of 
models cmbodyuig these desired properties each of which 
would be technically the best poaaible in its Ime and third 
in organizmg tlic production of the selected models on as 
large a scale and as cheaply as is techmcally possible can it 
be doubted that goods of tlie higlicet quality could be turned 
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out in quantities that would enable every family perhaps 
every individual to posBeea one? Probably many goods — 
almost certainly the staple fooda and possibly some articles 
of clothing and furniture — could become free goods but it 
18 somewhat extravagant to suppose tliat all goods could be 
multiplied up to the pomt of satiety of the needs tliat they 
served 

Sonic element of scarcity and hence :oine necessity for 
choice would remain House room and garden spice cannot 
be mdcfinitely increased and even after ample allow ance 
had been made tor the needs of cluldrcn people w ould h wc 
to clioose be^veen increased bving accommodation and odicr 
desirable things Even were al! elements ot ostentation absent 
in the design of clothes and furniture some people s desire 
for these commodities would outrun the community s power 
to produce them as free goods Moreover even the moat 
drastic simplitication and etandardizntion could not chini 
nate all vaneties in design Differences in purptw would 
etill necessitate diffcrcuccs la design It is unpossiblc to 
imagine the motor car or the wireless set there must be a 
range of different powers and sizes As soon as such a range 
18 produced it is necessary to compel the consumer to choose 
which article he will have it would be uneconomic to provide 
one of everything for him 

Moreover tastes differ even m the most simplified com 
mumty one man would prefer a big garden to a motor car 
another would prefer a grand piano to a radio set To multi 
ply up to the point of satiety a narrow range of standardized 
goods for mass consumption would mean renouncing the 
opportumty of producing some other goods satisfying other 
wants less widespread peihapa but still more intensely felt 
than those satisfied by the less urgently desired units of tlie 
mass produced goods That is to say some nt least of the 
recipients of a standard motor car issued free to nil eiti/ens 
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might piefer that the time and labour embodied m it might 
ha\e been embodied instead m an astronomical telescope or 
ft chest ot vioIb 

Human enjojment may be active, or pasaiFc m the one 
case an individual actively does eomethmg — makes a cliair 
plints a garden plays a musical instrument or climbs a 
mountain in the other case hcsunplyletshimself be amused 
— by radio anemo, musical romedy football match or light 
novel' — or passively enjoys the pleasure of mere possession 
aa tlie rich vulgarian with a gallery of old masters or a library 
of first f ditiona that an agent has got together for hun It is 
characteristic of satistuctions of the first type tliat, m general 
they leq lire less in the way of matenal equipment than satis 
factions of the second type For this reason an economic 
system based on pnvate profit making fads to develop active 
enjoyment as folly as it miglit be developed while it atimu 
latus all fonna of passive or acquisitive enjoyment to the 
full Moreover in many cases the equipment needed for 
active enjoyment can conveniently be provided as means of 
communal rather than of individual consumption (public 
libraries, swimming baths sports grounds parts of culture 
and rest and workers dubs with their pit>vision3 for gamea 
dancing study and hobbies) 

Thus It IS reasonable to suppose that undur socialism 
active enjoyment would be stimulated much more than it is 
at present and therewith the tendenev to the multiplication 
of ephemeral tovs and pastimes would be lessened Never 
theless there will probably remam some craving for passive 
enjoyment and the acquisition ot personal property more 
over in most cases even active enjoyment requires a certain 

I cm not Biigi|C*ting that it u unpoaaiblc lhat any one of occu 
pcti nfl maj bo iho ooanlon of 0 genuino ^ort of undontaiuling and 
apprecffltwn m Vihich caao it enten into the catcflory pf active enjoy 
ment But in moat caao* it la a form cf psiuuo oejoyment 
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ininimiuTi of flome sort of gear personally ned -ind used — 
woodworking tools a garden m which to grow thuigs the 
books that a student needs constantly at hand — and thus we 
cannot suppose that even under socialism at least witlim a 
measurable period of tune the need for commodities (in 
the sense of goods provided for individual consumption) 
will entirely disappear nor that the productive resources of 
even a aocialist community will be so enlarged tlmt none of 
tlicse commodities will be scarce m the economists sense 
of the word 

But even if we accept the possibility of satiation so far 
as mdividual wants are concerned tlie spectre of scarcity m 
not yet exorcized and tlic economic problem as such will 
not be eliminated Even if individual wants arc satisfied by 
a limited quantity of consumption goods requiring for their 
prcxluction a comparatively small part of the coimnunitys 
available resources the possibility of an almost indefinite cx 
tension of collective activities rcquinng motenal resources — 
such as scientific research artistic production athletics public 
buddings and communal pageantry — will continue to excin 
pldy the inaatisbility of wants and will raise in a new form 
the old problem of alternative ends In scientific research 
alone :t would be possible to draw up a quite reasonable pro- 
gramme of mvestigatioos likely to result in immediate bene 
ht to humanity which would absorb all the resources of the 
comraWTiity above a bate avibsistcncc level Once it la decided 
that the whole programme cannot be undertaken at once, 
the question of pnonty arises The resources available for 
research become scarce and must be economized 

(4) The afie of plenty It is necessary to deal with the 
contentions of those who claim that economic calculations 
will be unnecessary m the age of plenty which modem 
technical mvention will usher m or would usher m were it 
not for the resistance of financiers (usually conceived of as 



SOCIAL NEEDS 41 

m &onie way opposed to the genuine industiiahatB) aided by 
the obscinuntiam of economists Many wnters such as 
Le^\I8 Mumford ‘ Lancelot Hogben ^ and the teebnoemta 
consider that standardization and mass production methods 
will make it possible to increase the aupplj of all commodities 
up to the point of complete satislaction of all needs — in other 
words that all goods will become free goods 

One argument to the contrary that founded on tlie in 
satiability of wants lias already been considered in the 
previous sub sections Another is that technics alone will 
never produce an age of plenty since the absence of a way 
of relating technical means to Uie needs whose satisfaction is 
desired may easily dissipate the means in wasteful forms 
of production so stultifying the potential age of plenty at the 
outset Furtlier one factor of production will never cease 
to be scarce but will on the contrary become more scarce 
Its use will therefore have to be cconomi/od more un 
peratively as productivity advances This factor is human 
labour As productivity advances the value of human labour 
increases projxirtionally (or even more than proportionally) 
with the income per head of population Hence emerges tlie 
nec'easity of a strict economic accountancy applied to labour 
and to all goods into the production of wiuch a lugh pro- 
portion of direct labour entera Under this headmg come 
(i) Personal sermcei \part from menial domesUc service 
which an equfllitanan society will eliminate eithci bymechani 
zation of the home or by people learning to do their own 
domestic work there are a variety of scrvicca such as those 
of sick nurses restaurant waiters hairdressers, drivers of 
hired cars &c which with the nac of the remuneration 
of those who render them nearly to the level of pro- 
fessional snlancs will become relatively extremely expensive 

L Mumford Technics mui CmbuiUaH ch vul tectHma 6-7 
L HoflboD The Relreat from RetuoH 
0 
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Some like sick niii-sing will probably be organi/xjcl almost 
entirely in the communalizcd division of consumption — tJic 
pnvatc nurse will become as rare as the pnvate tutor tlic 
private chaplain or the pnvate orchestra of musicians Others 
will be elimuiatcd by mechanization — tlie catetena v,ill ebs 
place tlie restaurant waiter and the chambennaid will perhaj )8 
be leplaccd by such arrangcmentB as H G Wells fore 
shndox^a in lua Modern Utopia ' But hairdressing la not yet 
mcchaniiJed nor can public service vehicles entirely take the 
place nt lured cars Fhe people who perform work of this 
type will probably aci^uire tlie status and pay of professional 
workers m a class society and their services will cost tJicir 
fellow citizens corresponduigly dear It is important to note 
that, however cheap pnvatc cars become in a mechanized 
sociflliat community a ta\i drive will still be fairly expensive 
{2) Distniiiiwe cleiual and irantpofi services l licaein 
evitably make up a considerable part of the cost of iiny hn 
ishcd coneuinptioo good — 1 e the good as ready for the uctuol 
consumer As the cost of manufacture is reduced so tlie cost 
of checking handling wrapping &c will increase relatively 
These processes can be simplified and rationalized m part 
they can be mechanized but the human element will always 
remain and must be paid for 

(j) Goods that cannot be produced by inethioixcal means 
The production of some goods cannot be reduced to mass 
production methods such goods wdl rcmaui relatively 
scarce even m a socialist society It is conceivable that some 
very unportant foodstuffs come mto this category While tlie 
production of many v^;ctablc substancea can given suitable 
material conditions be mechanized m a high degree (wheat 
la an example) anunal husbandry seems to call for a con 
siderable expenditure of human labour per unit of product 
Hitherto the urban population of the high wage icgions of 
H G Well* A Modern Ulopn pp 107-8 
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tiie world have maintained their high stiiiidard ot life at die 
expense of underpaid and overworked peasant finntra or 
agncultuTftl labourers If cowmen are to work an ught hour 
day and be paid at tlie rate of skilled mechamca, beef and 
milk arc gomg to become comparativel/ scaice goods 
These considerations suggest the possibibty that in an 
equahtanon economy which had attained a very high level of 
teclinical cfhcicncy, human labour might be so scaac com 
pared With other factors of production thit costing might be 
based on it alone Jf furthermore eqii il educational oppor 
tunitiea and occupational mobility levelled out the distmc 
tiona between labour of diflrerent kinds labour imght come 
to be coated on the simple basis of tirac In this way the 
coating Bystem of the sociahst community would gradually 
come to be based upon the Labour Theory of Value 

2 The Estimvtion of Ntfd 
Thus we ha^e seen that even a socinJiat community must 
proceed on the ussumptiou that human needs are insatiable 
As soon as it begins the task of organizing the processefl of 
production so us to satisfy the needs ot its members it comes 
up against the fundamental economic fact of scarcity lu 
plain language there is not enough to go round To what 
ever heights of efficiency the productive orgima of society ore 
raised however abundant the yield of products the wants of 
the consumer arc insatiable and will always tend to ruct 
ahead of the production of the means of satisfying them \ 
few of die simpler nf^eds may be satisfied fairly easily with a 
limited supply of staple goods but all the more will the more 
complex and individuilly speciali/ed wants assert them 
selves Smee it will never be possible to satisfy all needs a 
choice must be made among tliem A choice must be made 
of wliat goods are to be produced and when they have been 
produced some equitable and efficient method must be 



44 CONSUMPTION GOODS 

devised of getting tlicm into the hands of tliosc consumere 

who most need them 

Thetc are at lea»t atx poaaible methods of allocatiu), goods 
to consumere they all involve to some degree the estimation 
of the intensity of aocinl need for a good or service These 
arc 

(i) Rationing 

(i) SoUcitirvg Lorvaumcra Opvuvotvs 

(3) Advisory Uudics of Consumers 

(4) A Representative Assembly 

(5) Experts Opinions 

(6) Choice at a Price on a Free Market 

fi) Rationing Rauonmg is the eimplcfif medvod of ap- 
portioning goods to consumere nldiough it 19 a very rough 
and ready solution of die problem of estimating social need 
Rationing is a bru 9 <]ue refusal of the nglit of choice to the 
individual consumer In an emergency when supphes of 
absolute iicceaaiUcs are scarce and hard to replace nitiomng 
may be justified but it has no place in the economics ol n 
community that has the means to produce nnd distnbutc 
abundance (In a capitalist order it may be rcaiorted to m a 
time of scarcity when the unimpeded workuig of die pnee 
system would mean that the nch would overbid the poor for 
the necessities of life It is then not so much a way ot appor 
tionmg goods as a palliation of mequaJitics of purcliasing 
power ) Rationing is least inappropriate when applied to bare 
necessities smcc differences between individuals needs are 
probably leas important m the case of necessities than m die 
case of other things The extension of n system of rationing 
to the multiphcity and variety of consumption goods available 
under conditions of nonnal productivity would invohc enor 
mous difficulties What should a single ration consist of? 
As long aa It is only a question of prime necessities ut a simple 
type each ration can consist of an identical collection of 



Tin: ESTIRIATION or NEED +5 

objects — BO many pounds of bread sugar meat potatoes 
and 80 on, so many yards of cloth and pairs of standard boots 
But as soon as more elaborate goods begin to be issued how 
IS the ration to be made up? In the case ot books for in 
stance each citizen cannot receive one cop> of every book 
published unless the rationed number of cubic feet that 
makes up liis dweibng is nearly aa large as the British Mu 
seum Library Some system of book tokens would have to 
be inaututed In the case of clothing so many yards of cotton 
or woollen fabnc would have to be equated to so many yards 
of Bilk one pair of silk stockings issued m lieu of more than 
one pair ot Iisk Thus the concept of the relative value of 
goods would emerge Possibly even tbc market itself >vould 
emerge surreptitiously Juat as in the war time army the 
teetotal soldier unless unusually conscientious bartered his 
rum ration for cigarettes or bully beef so one can imagine 
the more frivolous atu^eneases of a rationed socialist society 
exchanging their book tokens for their more senous sisters 
issue of silk stockings 

But over and above these difficulties rationing suffers 
from the disadvantage that even if it can allot goods already 
produced It can afford no guiding principle tor deciding 
what should be produced m future By assuinmg the previous 
existence of a stock of goods that simply have to be issued 
somehow to consumers, instead of allowing the kind of goods 
that come mto bemg to be dictated by consumers* prefer 
ences it comnuts in an egregious form the fallacy of putting 
the cart before the horse 

(2) Soliciting consumers’ opinions To some extent 
individual variety m taste and desire can be allowed for by 
obtaining the opmion of users ot goods and services by 
personal interviews questionnaires newspaper ballots &c 
While useful as an adjunct to otlicr methods in eliciting 
consumers views on quality variety convenience S.c this 
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method suftcrs from the fatal defect ot not being quantitn 
tive If the consumer prefers A to B but if 4 costs more 
than B in tlie sense of absorbing more scarce resources in 
Its production is it worth while making A rather than B 
and if so how much A compared with how much B} It 
must be possible to balance the how much more of prefer 
ence agouist the how much more of cost Moreover this 
method la incop4hlc of deabng with the case which must lx. 
regarded as nonnal in which the desire for a good outruns 
tlie technical and admimatntive means available for its satis 
faction m otlicr woids it does not take into account the 
fundamental fact of scarcity Ask people to express prefer 
encea lor goods witliout tying them down to the inexorable 
limits of a fixed quantum of disposable purchasing power 
and they wdl express desires for Hr more goods than their 
collective labour can ever produce L\cn as an indication of 
a simple order of preference without endtavounng to asac'ss 
quantitatively the intensity of preference this method is 
eescntially unreliable ovying to this element of irrc'sponai 
bihty m the mcntility of consumers 

(3) Advisory bodies of consumers An advisory body 
of consumers (consumers council) appointed fur tJic purpose 
of sifting and formulating conauiners preferences may give 
more reliable results than a canvass of unorgani2cd opinion 
A body of consumers that lias been appomted or elected for 
other purposes such as local administration (see no 4) or as 
the majiagmg board of an organization supplying goods uc 
cording to the decision of the market (a consumers co ojxra 
ti\e society) is more likely to give rehable indications than 
an consumers council with no other and more respon 
siblc functions to fulfil 

(4) A representative assembly Where a supply of 
goods or services is to be given to a detenninate botly of 
people (residents m a certain area members of a certain occu 
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pation) the quantity and quality of tfie^e acniceB imy be 
determined by a repre8entati\c body choaen by and from the 
whole number ot the bcnehcianca and tlic cost of the goods 
or services defrayed out of the aggregate income of the body 
as a wliole Thus the asaembly will be an admmistrativc 
organ financially i-eeponaible for its decisions and not a 
merely advisory body In this way icaponsibility and a cer 
tarn adjustment of value to cost will be secured But the 
experience of individualist societies suggests that this sense 
ot responsibility is strengthened if the members of the con 
suming body receive some part of their income m a freely 
disposable individual form and if they arc made m some 
way to realue that an increase m them collective consump- 
tion as a group must be balanced by a reduction 111 them 
consumption na individuals 1 his could be achieved if die 
remimung portion of them income was regulated by the pnee 
flud market method This is achieved under mdjvidunJism 
by the familiar devices of public finance (taxes estimates 
budgets See) Under soaaJism public finance ceases to 
be a thing apart and becomes part of the normal economic 
process The method of representative assemblies ib thus 
complementary to that of individual choice at a pnee (no 6) 
(5) Experts opinions Tho method described above 
suffers from the disadvantage that wliile an mcreasmg num 
ber of social servicca are of a highly specialized type mvolvmg 
expert knowlcxlge (e g health and medical services educfl 
tion transport, prevention and detection of enme) the repre 
sentativc assembly is usually composed of ordinary members 
of the public devoid of expert knowledge in all these branches 
of applied social science (in fact the more representative it is 
the more it should be so composed) This has led to the 
view that such services should be controlled by experts Let 
the doctors decide on what health services are necessary tlie 
teachers draw up the educational programme, the sanitary 
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engmeere plan the aewere the police commisaionere decree 
umvcraal finger printing the dieticians control our food and 
the publifiliere give ua the hooka wc ought to read To a very 
great degree this is sound By all means let the experts say 
how their own service la to be earned on and decide the 
details of policy But it la uneafe to leave to tlie expert tJie 
deciBiou of how far the service is to be develojicd and what 
proportion of the total social income should be allotted to its 
coat Left to himself each expert will draw up an admirable 
plan for hia own department but tlie aggregnt* coats nf all 
the plans will absorb more than the total avaiiiible social 
income Some one must co ordinate tlie experts A Biijicr 
expert? No the common man for whoac welfare all tlio 
experts exist The representative assembly as described 
under (4) will be able to receive and discuss the cxj>erta 
reports and plans examine tlicir estimates and then allot the 
available funds 

(6) CHioice at a price on 0 free market Free choice of 
goods at a pnee that equates dernand and supply allows 
each, consumer a maximum of freedom in consumption com 
bmed with the maximura regard to other consumers needs 
and preterences 

It enables a double process of adjustment to be effected 
(ci) As between difTcrcnt coiamtKlitica eiitenng into the 
consumption scheme of a single consumer it enables him to 
compare the relative attractions of the commodities taking 
their scarcity into account as mirrored in their relative 
prices Then as relative scarcity, and so price of certain 
goods changes the consumer can substitute one good for 
another and effect other adjustments of the relative quantity of 
different goods consumed (b)As between different claimants 
for hmited supplies of a smglccomniodity it allocates the avail 
able supply m accordance with consumers own estimates of 
the mtenaity of their needs (modified by their income levels) 
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It hRH the further advantage not only that it nlloutes goods 
to consumers but also that it serves ns an indication ot 
what goods are most worth while to produce Unlike the 
five methods described up to now it can be articulated with 
tiiP incftflurciaeiit of coats of production (See Phapter III 
sections « (3) and 4 (i) ) 

The sale of goods m the market, at a pnee necessarily 
unpliea tlie use of money — not ncceaaarily of course full 
value metallic coma of specific weight and fineness hut some 
form of undifferentiated freely disposable impersonal pur 
chasing power How it gets uito the consumci-s Iiands m 
the hmt phee we shall inquire in thecimpter nn Difltnhutioa 
(Chapter IV) How its issue is to be regulated and its pur 
chasing power controlled wc shall inquire m the ecction on 
the General I nee Level (Chapter VIII section 3) Wc shall 
simply assume its existence and provisionally that it con 
sists of metallic or paper tokens each representing a definite 
number of units of fixed purchasing power in terms of fin 
ished goods 

A compromise between rationmg(no i) and the price and 
money system (no 6) would be the issue to consumers m 
definite quantities of tokens of different kinds, available 
only for the purchase ot specific kinds of goods Thus a 
man s income nught consist of a certain number of food 
tickets of clotliing coupons of notes accepted only by the 
mumcipal autlioritics m p«)nnent of house rent of book 
tokens of coupons exchangeable agamst theatre or conceit 
tickets of mileage books available on the community a rail 
way motor conch and steamship services and so oru This 
method would give greater flexibility than simple rationing 
but less than tlie free market since it would not permit the 
individual to shift the relative proportions of his income 
spent in procuring different kinds of satisfaction Of enurse, 
if the tokens were transfcmble a rate of exchange between, 
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say food tickets and book tokens would be set up wfiich 
would simply restore the conditions of the free market with 
email but probably untating inconvenience* 

The chief objections that have been made to the method 
of the free market are 

(rt) As an index of social need it is distorted by inequalities 
m mdmdual demandere incomes Upholders of die existinj, 
systcra are wont to compare the direction of production by 
price on the open market to a continuous general election 
held under a meticulously accurate fonn of proportional 
i-epresentatioQ They omit to press tlic comparison further 
and point out that, so long aa inequalities in individual m 
come persist, the election is conducted with plural voting of 
0 most exaggerated type Nevertheless if the mequiJitics 
ot distribution could be abolished or reduced to negligible 
dimensions (see Chapter IV section 4) the free exercise 
of effective demand by consumers on tlic market would give 
a very representative and sensitive mdex of consumers real 
preferences Under these conditions there could he no oh 
jection from socialists to the extension of price and the free 
market to the allocation of consumable goods and tlic dircc 
tion of production over a very wide range of socnl economic 
life In a society which had secured virtual equality 111 the 
distribution ot income free choice of goods nt 11 price would 
result m an allocation of goods to consumLrs very closely in 
accord with tlieir needs or, at any rate with their wants 
that 18 to say their own individual estimates of their 
needs 

(b) Eatimfltes made by one individual of the intensities of 
lus own wants fail to take mto account the fact that the con 
sumption of some goods affects other members of society 
besides the consumer In the ease of some goods such aa 
high powered motor-cars cocaine, or noisy wireless sets 
their consumption reduces the utility enjoyed by otiier 
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people In the ease of other goods, such oa higher education 
physical exertiae or pnvRte houses of pleasing aichitcctural 
nfljvx-t, their consumption increases die utility enjoyed by 
other people These effects on other people s welfare are 
not taken into account m the money offera made on tlie 
market by tlie consumers of these goods In such cases 
the tree market method can be modified by suitable taxes 
and Bubaidiea designed to weight the individual s personal 
estimate ot worth whilcness with a correcting factor whicJi 
would represent die mterests of the other parties involved 
It would seem then that ot the mediods of eatiraating de 
mand enumerated above two are especially adapted one to 
the division of individual consumption and one to the divi 
Sion ot communal consumption The method of free choice 
at a price should be adopted for the first and that ot the 
representative body for the second (As auxiliaries to both 
of tliese recourse may conveniendy be had to some or all of 
the other methods — direct eoliatation of conauraers views 
advisory bodies and experts opimon ) The economic actm 
ties of tlic I'oramunity thus fall into two mam divisions. On 
the one hand tlierc is the pro<luction of goods and services 
to satisfy the demands cxiiresscd by individual purchasers in 
a market On the other hand there is the provision of goods 
and services free of charge to all members of society as the 
result of a decision based on other grounds than market 
demand made by some administrative economii. organ of 
the community as a whole 

3 Iht DmsioN OF Communal Consumption 
(i) Its range We must particularize more closely the 
goods and services that arc to be mcluded in the division of 
communal consumption "Hiree kinds of provision for hu 
man needs corac under this hcadmg 

(1) Goods and services that are individually conaumed and 
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that therefore be supplied through the market but 

which the community dettdes to supply communally Many 
services such as education cultural amenities roads water 
supplies domestic heating and lighting local transport pos 
tal services insurance agamet vanous kinds of misfortune 
accident and loss, mty be provided by individual purchaaos 
at a pnee in the market (or by specific charges assessed on a 
definite consumer or group of consumers) or they may be 
provided by a levy on tbe total social mcome Some kinds 
of matenal goods also may be provided communally in the 
Ramc way aa these iramatend services are provided Some 
existing social services arc of this type e g milk and free 
meals for schoolchildren surgical appliances and spcctudcs 
supplied through the National Health Insurance &c beveral 
conditions may be suggested for the selection of goods (m 
eluding services) to be provided communnUy tor individual 
consumption (<3) The good must be such tlmt im iiicrcaac 
m Its consumption is calculated to add to social welfare 
(i) It must be of such a nature that it is unlikely to be used 
wastetully if provided without payment (c) It must not be 
too directly competitive with goods sold in the individualized 
division These arc necessary conditions If they arc ful 
filled other circurastaacea may be suggested which would 
strengthen the case for communal provision The method of 
the free market is inapplicable to many of the most impor 
tant social services — open apaces and public amenities gene- 
rally education health and medical services — either bccmiftc 
aa in the case of open spaces making a charge for admission 
is an intolerable nuisance or because as m education and 
health services people will not pay voluntarily beforehand 
for what they are only too glad to have once they have it 
or aa m the case of medical services and many other services 
for rcbef in cases of emergency, because people do not en 
visage the emergency and provide for it beforehand then if 
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they are required to pay lor relief at market pricy^ theic 
whole scale of preferences is turned topsyturvy In these 
cases tlierefore and also m many others where the trouble of 
innking individual charges and the consequent book keep 
ing issuing and checking of tickets salanea of pay clerl^ 
money collectors inspectors &c is large compared with 
the revenue received the method of the free market is un 
suitable nnd communil provision la indicated It may 
reasonably be expected that in a socialist eommurnty many 
things now provided through the market would enter the 
circle ot the social services There seems to be no reason 
why bread milk simply cooked meals clothing of a plain 
atandarduMd type and many other thmgs should not be pro- 
vided as free unrationed issues leaving the more luxunous 
and varied qualities to be provided in response to market 
demand 

(11) Goods and services dial are coniniunoUy consumed 
and that must therefore of their very nature be communally 
supplied Such arc defence die maintenance of internal 
order the adminifitranon of civd jusuce many public health 
services the inspection of factories food and druga water 
supplies sewers &c The cost of these services that is to 
say the coat of armaments the construction and erection of 
offices public buildings the salanes of the pobce ot the 
army and navy ot judges ambassadors many civil servants 
the ministers of state and the president (01 other ceremonial 
head of the state) must be a charge upon the general re 
Bourcca of tlie community 

(ill) Satisfactions less definite m character than goods and 
services, which cannot be divided or graduated among indi 
viduals but which must be enjoyed to the same extent by all 
or none They like the second category of human uceds, 
involve preferences which cannot be expressed by any 
mechanism of individual clioicc in a market since they are 
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preferences for one pattern of social blc as againat another 
pattern of aoual life Liberty (for the consumer or the 
worker) equabty sccunty (of occupation or income) ata 
bility of social relations the ameiutiea of town and country 
the opportumtiea of bringing up children under favourable 
conditions — all these are satiafactxons to the enjoyment of 
which the all or none principle does moat certainly apply 
at least witlun the bounds of one territorial community (It 
13 poasiblp that a socialist world might consist of a number 
of temtonal communitiea enjoying a large measure of nd 
mmiatrative mdependence and free to experiment collcc 
Uvely m patterns of soaal life ’) In tins category cornea the 
choice between more leisure m the form of shorter working 
hours and the product of more work the choice betwcfcn 
more rapid technical progress with its resultant insecurity of 
occupation and less rapid progress with greater sccunty the 
choice betvieen ruralaalion and urbaiuzation and many 
more choices of an all or notiung character These cannot 
be balanced by the method of individual calculations ot leas 
or more but must be solved by the collective decision of 
some central authority * This point will be returned to m 
Chapter IX. section 3 

( 2 ) Its dellmltatioa The drawing of a hnc of dcmarca 
tion between the divisions of individual and communHl con 
sumption 18 as m the mdividuahst economy n matter of 
social pohey rather than of strict economic ailculation Ac 
cording to the principles of the Austrian school of economists 
resources should be allocated between these two divisions so 
that the margmal utility of resources used in communal con 
sumption should be equal to the marginal utility of resources 
used in mdividual consumption But since tiierc is no such 

See W Bo\endjfo PlanniHS U»d$r ^oa lum etanv on My Utopia 

Hoc The Hocinl SIcTufiCDncc of tho Theory of Value § 3 by F I M 
Durbin BeomHue yotmto! December 1035 
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thing ns the marginal utility of resources m general — only to 
adetenninatc economic subject — this formula has significance 
only if apphed to a particular individual It wc can identify 
a large group of mdividuals in society whose utility position 
we can describe as typical then we can restate the formula 
iQ terms of the marginal utility of resources to any one such 
representative individual This approach to the subject re 
veals itB theoietical difticulties Moreover m the absence 
of any means tor measuring the marginal utility of an operat 
uig table m a hospital of a fume cupboard in a University 
chemical laboratory or of a rock garden in a public park this 
theory is of little practical use It ill probably be difficult in 
pmctice to find any method better than the rough and ready 
adjustments of public finance in an individualist society 
Hie practical problem however would be simpler in a 
socialist community than m a capitalist one for two reasons 
(1) In the first plsce owing to inequahties in income and 
differences in the standard of living, it is impossible, even 
theoretically in capitalist soaety to allocate resources satis 
factunly bet^vecn communal and individual consumption 
Gross inequalities in individual income render the marginal 
utility of resources spent m the free rnarket an almost mean 
inglcss concept differences in the standard of Lvmg mate 
the marginal utility of resources used m communal consump 
tion \cry different to persons of different social classes it 
la impossible to make an economic balance Under thcje 
circumstances the process of allocation becomes not an 
economic but a political process power and not wellorc 
determines the issue Thus, under capitalism when a demo- 
cratically elected body votes social services the fonns of 
economic allocation merely conceal a struggle between the 
haves and the have nota hence the complaints of mjus 
tice and corniption which are voiced by all parties to the 
transaction In a fundamentally equahtanan community on 
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the other hand there would be differences ot individual 
taste but no great dthcreoces between the standards of living 
of different classes In such a community therefore the 
allocation of resources on the marguial utility pnnuple as 
between individual and communal consumption would be 
theoretically poeaible In practice any representative Ixidy 
of men whatever the details of the method of their selection 
might be trusted to arnve at a decision in the matter that 
would give substantial satiafaction to the majority of people 
The representative body might bo chosen by lot (lliis is 
the application of the pnnciplc of the jury ) But we are 
used to the process of democratic election and this process 
purged of the dieordera engendered in it by class divisions 
and by the vested mtcrcsts arising out of die private ownership 
of business is probably the beet for the purpose Phis argu 
ment suggests the necessity for tlie establishment in any 
socialist cominonwealth however much addicted to the lulc 
of experts and speaaliats in their own helds of democrati 
cally chosen assemblies occupational regional and national 
which would have the ulbmate decision upon the broadest 
issues of economic planning 

(u) The other reason is that with all production carried 
on by organa of public economy many of the obstacles that 
now exist to on extcnaion of aocial services would be svept 
away In a pnvate profit economy the scope of such com 
munal provision is scnously limited for two reasons (a) The 
competition of public enterpnse dimmishea the profit margin 
and so discourages pnvate enterpnse (b) The provision of 
goods and servicea free by the public dimimshca some con 
Burners money demand for goods and services of the same 
or a Bimilar type provided by pnvate enterpnse If the 
community provides milk for schoolchildren or houses for 
slum dwellers on the basis of objective mdicatione of need 
(such as malnutrition or a high tuberculosis rate) the machi 
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nery for supplying imlk or houses to aJI other consumers is 
put out of gear Hence the ridiculous situation that when 
public tvorks are undertaken for the relief of unemployrnent 
the moK uaeleae the works tlic less they interfere utth 
recovery 

A more difficult problem than the allocation of resources 
between the two divisions would be that of tlic hHocsUoii of 
resources between different communal uses The same 
methods of budgeting and ot making appropriations and the 
same methods of audit and control as obtain m tJic public 
hnance of capitalist states will have to be apphed here ira 
piovcd jxrhaps m detail but not in essence 

In addition to providing free of charge things like mu 
Lunis schools badis hospitals parks spoits grounds dec 
the communitY might consider it desirable to promote the 
consumption of some goods that could not economically be 
provided free such ns useful and instructive literature, travel 
in senreh of wotk or m the course of study certain kinds of 
surgicnl equipment See The best waj would be to vote a 
definite subsidy out of the division of communal consump' 
tion and then pay it over totheappropnate productive organi 
nation m aid of cost of production In the same way the 
consumption of some things that were considered socially 
undeairablc but could not convemently be prohibited such 
as alcoholic beverages could be checked by a tax whose 
proceeds would contnbutc to the cost of communal con 
sumption ^ In this way it would be possible to adjust 

DunoK d tmniltlonal tUgc while production wbi teniporanJv at 0 
low Jcvvl and before eqiuUty of mcoruo had been achieved it raiglit bo 
coniid ud dc* rabl to check c rtaln fomu of asnaumptlon u div rung 
rcaourccn to socially umteceamry onda Thus a tai might be iropooed 
i pf « Ik iin I cl thing oinboratfdv prepared food frivokm* entertain 
ment and house room above a certain ataodard of apace per per»on In 
Q fully developed socialist society there is no reason -why these commodi 
tics ihnulcl not bo prc\dded aa well as any oth ra in roaponse to the 
cfTcctive denoand of the conaumcr-citliena 
■4517 I 
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qut\ntiLatively the extent to which certam forms of consump 
tion could be controlled m the bocuI interest, instead of rely 
mg on the clumsy all or nothing machinery of free issue or 
prohibition 

It 18 possible that such a eyatem as is here described would 
ill time, by the gradual expansion of communal at the ex 
pense of individual consumption evolve into a condition of 
complete commimiam Even at the present stage of economic 
productivity there are great poasibiiities of extending tlie 
communal provision of goods and services Why should not 
transport withm an urban area such as Birmingham or Leeds 
be a free service? Why should not tlie local telephone service 
be as free to all as it is in some countnes to residents in an 
hotel or boarding house? Why should not letters at least 
wtlun the country be earned free? ODjisider the saving 
effected by cutting out the printing and punching of tickets 
the emptying of com boxes tlic sale and cancellation of 
jiostagc stamps &c 

\ wealthy community such as Great Bntam or the United 
States could surely afford to maintain public dinmg rooms 
at which a plain but nourishing meal would be served free 
of charge to all comers It would not be a chanty soup- 
kitchen but A place to which the director of i trust or a 
popular novelist might go aa readily as a simple labourer 
Those who wanted soractliing more luximous could still in 
dulge their fancy in a restaurant where more dainty and more 
varied food uaa sold at a pnee In populous places there 
could be stalls at street corners uhcre a cup of tea or coffee 
ft^t^ a shce of bread and butter could be had for nothing by 
the passer by 

In tune standardised suits boots and underwear might 
be issued free from local clothing stores especially if tlie 
forecast of a recent scientific writer is realized of making 
from cellulose mstcnals such as wood, by direct chemical 
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and mechamtal methotla, a hj^Ut and porous mat nal wluch 
could be moulded or pressed into clothes without spinning 
weaving or tailoring As such clothes could hardlv cost more 
than a few pence laundcnng would be superseded ' 

(3) Its cost The coat of all goods provided m the division 
of communal consumption must be defmyed by a levy on the 
general resources of the community This levy will differ 
from that made for aimilar services in an individualist com 
munity in that it can be made on tlie undivided social 
product instead of by taxes on portions of the social product 
that liave already been individually appropriated 

Thus what la usuahv known as public finance will become 
an integral part of the economics of a soculist community 
Certain techmcal problems m taxation will however assume 
a very different aspect in a aociaJiat economy For example 
in a community where meomes ore roughly equal problems 
of the incidence of taxation on persons ot different mcome- 
levels (e g tlie choice between dircci and indirect taxes) are 
unlikely to give nse to senous conflicts of opmion On tlie 
utlier hand the allocation of the cost of services ns between 
national regional and local areas will remam of importance. 
For in a soaalist community no less than m an individualist 
one economy m the use of resources will be promoted if the 
coat ot amenities and services of purely local mteiest are de 
frayed out ot the social product of the local population con 
remed The same applies to groups of persona organized on 
a basis other than local — such as occupational If social scr 
vices come to be administered largely by trade muons as in 
the USSR the whole body of pereons engaged in an 
mdustry will dispose of a certain proportion of their aggre 
gate income by communal decisions m the same way as 
municipalities and counties do to day 

J D B rofl] Science in Induitry in Tlia Prusiran h qf Science 
(e<J D HqUj 1935 
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The pnces at which labour and matenala will be reckoned 
in the costing of social aervicea and the rate of interest charged 
will be those determined m the division of individual con 
sumption (see Chapter III section 4 (i)) In the valuation 
of services that are used only m the communal division 
such as tiioae of teachers research workers and (perhaps) 
doctors the same difheulties will be found as are found to day 
in analogous cases fhey must be equated roughly to services 
requinng similar skill rcsponaibiUty or traimng m the pro- 
duction of goods for the market Accordmg to strict eco- 
nomic theory an error is involved here since the cost of 
such services will be determined entirely by the use of these 
services m the division of individuali/cd consumption How 
e\er the error is unlikely to be serious unless (j) the services 
arc higJily tspccialc^ed aid mobility of labour is restricted or 
(6) the division of communalized consumption expands until 
iL includes tiie major part of all production 

4- The Division of Individual Consumption 
The priclnji of consumption goods Wc have seen tJiat 
a considerable part of tlie national income of a socialist com 
munity will consist of goods and services sold at a pnex. to 
members of the public, who are free to buy as much or as little 
as they choose of each kind of commodity at the price at 
which It 18 offered (Sec section 2 ( 6 ) of tins chapter ) We 
must now consider tlierefore price formation in the division 
of individual consumption With regard to the pnemg of 
consumption goods no difliculty, at any rate in theory need 
be found The shopkeeper state can sell goods at a pnee to 
Its citizen-customers and according to their response regu 
late the quantity and quality ot goods that it supplies We 
will assume the existence of retail aelUng agencies having in 
their hands stocks of goods for sale to the public Flicse 
agencies may be general shops for the sale of many kinds of 
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gooda like cooperative Btorea and departineut stores or they 
may be for the sale ot one particular kind of goods such as 
bicycles wireless or books Tbev can experiment by raising 
and lowering pncea or by varying qualities and designs 
exactly as capitalist retadera do How their stoclca are re 
pleniahed we shall inquire later 

In tlie case ot goods whose supply is sc^asonal (sucli as 
Btmvbernca) or is not under the control of the productive 
organs of the community (such as antiques, works of art 
out of print books services of celebrated actors and singers 
&c ) the rates of supply must be taken as given quanQtica 
mdependent of the retailers control Hie selling agencies 
wiU then adjust their pncea so as just to clear tlicir stocks 
raising the pnee when stocks fall short and lowering it when 
they accumulate 

In tlie ense of the inajonty of goods however the rate of 
supply can be affected by the decisions of the productive 
organa of the community Instead of one vonable price that 
18 susceptible of deliberate adjustment wc ha/e two, price 
and quantity that can be adjusted The principles of rational 
economy require that m such a case tlie pnee and the quantity 
disposed of should be varied until the quantity is as great and 
the price as small as possible consistent with the condition 
that the sellmg price just covers cost (In wlmt sense precisely 
cost 18 to be understood we shall consider later m Chap- 
ter III section 4,) The most convenient way of effectmg this 
IS for the productive organs to produce according to the 
orders of the lellmg agenaea The latter will then vary their 
orders according to the state of demand Two procedures for 
accomphshing this end seem feasible One is for the selling 
agencies to vary tlieir prices so as to keep their stocks at a 
mmanum but to mcreasc their orders as the selling pnee rises 
and decrease them as the pnee falls Losses would be avoided 
by reducing sales profits would be absorbed by increasing 
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other procedure is for the selhng agenciea to sell 
t (or cost plus a small murgm to cover contingencies) 
as t]ie CO operative societies tend to do to day and to 
^ nlflte their orders according to the rate at which their 
*^^'1 were exhausted They would endeavour to keep tlieir 
each particular good at a certain definite figure and 
Qj. (turunish tlieir orders according oa the good sold 
Itlv or slowly In eitlicr case the productive organa of 
dchver fresh supphes against payment at an 
^nateprice(deteiminedasmChapterni seetion4(i)) 

nncca Will enter into the costa of tJie selhng orgamza 
^ The latter will be so conducted us to reduce to a mini 
the nmigin between cost and sale pnee tlie small 
whicli they make after derluction of casual losses and 
^ 3nwll bonuses on turnover will either revert to the 
^^^\iunitv ^ whole or lie paid bock to consumers as a 
dmdend on purtlmeea * 

The general pnucipics of price determination here laid 
will not preclude the possibility of fixing the pncca of 
e (especially services) at defimte figures subject to 
^ Sion only over long periods and leaving demand to adjust 
^If to the price This la the method adopted at present with 
^ ^0 postage and telegraph rates, railway bus and tram 

jTulwny freight rates port dues, and fees for vanous 
IfW and administrative services It is not, however capable 
f^mg genemhzed for all commoditica Sucli fixed pnees 
'^re only compatible with economic cquihbnum if tiiey are 
^^otiona to the general rule of free price formation 
^^Thie method of determimng pnees is essentially one of 
tnal and error and it reqmi-es tor its successful carrying out 
tlint the pnxiess of selhng goods be decentralize mto a large 
number of autanomous trading bodies between wluch there 

Tor pnee f nrustion in a soclaHst noiuy le Caaai I Thtnry qf 
c .1 *'5 
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Will exist a sort of competition It \ ill be augi^estcd wily not 
centralize the determination of pncea m some sort of central 
statistical oftice? 

It 18 true that the rule of thumb methods desenbed above 
are capable of being much improved and gaining m precision 
and rapidity of adjustment by a proper use of statistical data 
On the baaia of its experience with changing pncea and 
quantities the atatiatical service of every sales agency would 
be able to draw up a demand schedule tor each tjpe of good 
sold (Indeed the construction of demand schedules both for 
consumption and production goods will be one of die most 
important duties ot the statistical services attached to selling 
agencies productive orgiuis andtheSEC itself) Theoreti 
cally the task is a very difBcult one since the demand for one 
commodity is not a function of its price alone but of die prices 
of all other commoditica * (Joint demand and composite 
supply are specuil cases of this general proposition ) Practi 
cally the task could be sol /ed tonDapproiimationsufficiendv 
dose for the guidance of die managers ot industry by taking 
groups of more closely related commodities (composite supply 
or joint demand) m isolation from other groups Under 
capitalism demand schedules are apt to exist in the realm of 
faith rather than m that of works ^ but with the greater publi 
city and fuller statistics of the socialistic economy they vould 
become much easier to draw up 

The mformation so obtained and made availablf^ through 
out the economic system (together widi much other statistical 
matcnal) would be of the greatest use to the managers of the 
vanouB selling agencies and productive organs it would 
enable them to adjust pnees and quantities with much greater 
accuracy than is attamable nowadays and would speed up the 

Cf G Cassel Tlteory of Soaal Fcommy ch. i\ 5 16 pp : 39-47 
L Wftlraj ihdui'nts (f^nome pohliqtio pjre p i6a 

See how ver Henry Schultt T^ry ^ Mffjure/ne'jt ^ 
and tiiL literature quoted therein 




CHAPTER III 


PRODUCTION GOODS— THE MEASUREMENT 
OF COST 

I The Conceit of Cost 

I N the production of the goods and services that ultimately 
satisfy human needs (consumption goods), various things 
are used up Pluman labour and raw matenals are embodied 
in goods as they are produced together witli a proportionatL 
amount of vanous kmds of indirect labour and of the wear 
and tear of mnehmery, buildings, and other Ihicd plant The 
raw materials used m mduatry arc either naturally occurring 
materials m a state of nature, or they have undergone ftome 
intermediate processing and represent a mutuic of natural 
materials and the wear and tear of fixed plant Further 
since the surface of the globe la limited and since di^crent 
portions of it are suitable m varying degrees for the activity 
of human bemga and for the extraction of raw materials 
(differences in fertility or convenience of situation) certain 
portions of land acquire scaraty their use m production 
becomes an clement m coat, generally referred to as rent 
Maciimery, buildings find other fixed plant can be further 
resolved into human labour raw matenala &c Ultimately 
all goods produced can be resolved into a combination of 
human labour natural raaterials, and land These wc may 
term the ultimate factors of production, while partly manu 
factured raw matenals machinery buildings and other pro- 
duced means of production may be called intermediate goods 
The ultimate factors and intermediate goods ahke may be 
styled means of production or production goods 
Now, means ol production are scarce relative to the almost 
unlimited possibilities of consumption that they can be used 

4117 t 
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to satiafy In fact it ib the scarcity of means of production 
that IB lesponaible for the scarcity of consumption goods If 
scarce means of production are used for producing a given 
quantity of consumption goods they are not available for 
producing other consumption goods They constitute the 
coiU of the gooda in which they are embodied In a rational 
economy costs are the ultimate measure of economic scarcity 
They afford an mdei of the relative worth whileness of pro- 
ducing different kinds of goods or combmations of goods and 
of different ways of producing the same good or comiunation 
of goods 

The cost of a given consumption good or combmation of 
goods 18 thus meaeured by the quantity of production goods 
used up m making it Now rational economy consists in the 
use ot scarce means of production so as to produce the maxi 
mum satisfaction at the minim um cost This mvolves two 
thmqs (<?) when the production of an extra quantity of goods 
18 under consideration the cost of the additional product must 
be balanced against the sauafaction yielded by it, (i) when 
alternative methods of producing the same good are available 
It must be possible to measure and compare the coats meurred 
by the alternative methods and to choose the method that 
involves the least cost Therefore a metliod of meaaunng 
and calculatmg cost must be dcviacd 

2 Methods of Calculating Cost 

Two methods have been suggested of computmg coat 
upon a baaia not involving the price system They are baaed 
upon technical rather than upon economic considerations 
Although they are in the writer s opinion senoualy defective 
from the pomt of view of rational economic calculation they 
are logically self-consistent. These two methods are by labour 
coat and by energy cost There remams as a third method 
the computation of cost according to the pnee system 
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(i) Labour coat The cost of goods may be reckoned as 
proportional to the quantity of labour CTj)cnded m their 
production both directly and indirectly Indirect labour 
cost 18 the labour cost of raw matenals &c used up m 
production together with an appropnate almre of the labour 
coat ot maintenance ind replacement of maclunery and of the 
labour cost of general economic and pohtical adminietration 
A-Ccording to this method, raw matcnala m their natural state 
(1 c upon wiuch no labour has been spent) and the uses of 
land will not be taken mto account nor ^vlll any interest 
ebargea appear depreaation ot machinery being a simple 
fraction of the total labour cost of the machine (eg on a 
machine costmg 10 000 man hours and having an estimated 
life of 10 years the depreciation charge will be just i ooo man 
hours per annum) Quantity of labour is difficult to define 
Labour tune is a drat approximation not necessarily the 
actual time spent on a job but the time that would be spent 
by a nDrnrnl worker under normal cucumstances using 
standard equipment ( soaalJy necessary labour time ) The 
real difficulty is tliat labour is not homogeneous It exists m 
different forma (navvy s labour typist b labour physician s 
labour) havmg different concrete uses and not perfectly 
interchangeable A labour force comfiosed of ten typists and 
ten doctors will not dig as many cubic feet of eartli as twenty 
navvies nor will ten navvies and ten typists be as effective m 
combating an epidemic as twenty doctors although perhaps 
one typist three navvies and sixteen doctors would be a still 
more effective group We are here driven to consider the 
use value of different kinds of concrete labour and to take 
into account their relative effectiveness But their relative 
effectiveness differs according to the type of labour that is 
chosen as the basis of comparison At one tune effectiveness 
m growmg food at another time effectiveness m. setting up 
e lathe or wmdmg a dynamo may be the standard, and the 
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same worker may be graded differently by different standarda 
What IS the standard? There la no single and universal 
standard Since all kind* of labour arc not equally available 
It aecma that not only use value but also relative scaraty 
muat come into the process of valuation of different kmds of 
concrete labour In practice an hour ot (say) a bus dnver s 
labour does not count as equal to an hour of (say) a bus 
conductor s labour Ab Mart says 

tJulled labour counts only ae simple labour intensified or 
rather as multiplied simple labour a given quantity of skilled 
labour being considered equal to a greater quantity of simple 
labour Lipencncc siiow* that this reduction is constantly being 
niack. A commodity may be the product of the most skilled 
labour but its value by equating it co die product of sintplo un 
aJuUed labour represents « definite quantity of the latter labour 
alone The different pioportiona in which different sorts ot 
labour are reduced to unskilled labour as their standard are 
established by a social process that goes on behind the backs of 
the producers and consequently appear to be fixed by custom * 

But this reductaon of qualitative differences to quantitative 
differences mvolves a proceae of valuation In exchange 
economy the ratio bet\veea one hour of one kmd of labour 
and one of another is tlic ratio between the vahu of the net 
product of an hour s work of the marginal worker m the one 
trade and the value of the net product of an hour s work of 
the marginal worker in the other In other words it depends 
on the relative scarcity of labour power in the two trades and 
on the relative utility of their products In a non exchange 
economy three possibilities are open one is to adopt and 
stereotype the values of a previoualy existing exchange eco- 
nomy another is to adopt for converting different kinds of 
labour into aunple socially necessary labour time empirical 
coeffiaents based upon some non market estimate of relative 
K Man Captlal \-&l 1 (tnuu Aveling and Moore) pp ii-ia 
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aoLial value the third le to charge all labour up to coat at the 
aame rate irrespective of the kmd of work The first solution 
18 so obviously an irrational makeshift that we will not con 
aider It further except to note that it la a pitfall that a socialist 
commonwealth might easily fall into m its early days The 
second solution raises tlie very difficult question of how to 
measure relative scarcity and social utility without the 
meosunng rod of price It opena the door to the making of 
purely arbitrary cstmiatea by irrcaponaible authonties The 
third metliod is the logical result of the labour tmie theory 
(Note that the reckonmg for purposes of social costing of one 
hour of every worker a time at the aame rate does not neces 
aanly involve the payment of equal hourly wages to ull 
workers ) The only deviation from the prmaple of equality 
of labour time that would be conaietent with the strict labour 
time system would be the addition to the hourly rate of 
skilled labour of an amount corresponding to the extra cost 
measured m labour time of training that worker E g sup- 
pose that a doctor s training lasts 10 years longer than tliat of 
an unskilled labourer and ueea up 3 000 man hours of in 
structors time Suppose further that on the average a 
doctor a workmg life is 30 years or 60 000 working hours 
then it would be justifiable to increase tlie hourly rate at 

which doctors labour was coated by } or 5 per cent 

But this method takes mto account only the cost of special 
trammg It makes no allowance for the scarcity of particular 
aptitudes (or more accurately for any degree of scarcity of 
aptitude m excess of what corresponde to tlie cost of training) 
The prmaple of reckoning labour time to cost at a uniform 
rate makes it impossible to make a proper economic com 
panson between two ways of doing a thing that differ only m 
the amounts and kinds of labour used e g if there arc two 
methods of produemg a given pioduct m one way M-^ 
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hours of labour of kind A and yi hours of labour of kind B 
arc employed and m the other rcj of aud y, of i? it may 
be that ti-l-yi < At+JV* while ax^-^hyi > ax^-^-by^ where 
a and b are coefficients proportional to the economic value of 
an hour of ^ a labour and of B'b labour respectively ' In such 
a cast a reckoning according to pure labour time will make 
method Ml seem preferable to Af, while a reckoning accord 
mg to economic costa will make Af^ seem preferable to Afj 
The non reckonm^ of mtcreat means that although the use 
of fiifcd capital la taken into account as stored up labour m 
so for as it IS used up in the production process neither tlic 
total quantity of hxed capital rtlapve to labour nor the length 
of time during which auch capital la m the course of giving 
out its stored up labour enters into the calculation of cost 
For example if there are two goods A and B ind the 
production of A involvea 500 hours of direct labour plus 500 
hours of stored up labour w hile the production of B involves 
800 hours of direct labour plus 200 hours of stored up labour 
both goods will be reckoned as costing i 000 hours and const 
qucntly as bemg equal m coat no account being taken of the 
additional amount of stored up labour involved in the pro 
duction of A Or again, suppose that there are two goods 
B and C botli of which take up 800 hours of direct as against 
200 hours of stored up labour but that the stored up labour 
used m producing B takes the form of one month s use of a 
machme costmg 34,000 hours of labour wluch lasts for 10 
years while tlrnt used m produang C takes the form of one 
month a use of a machine coating 12 000 hours of labour and 
lasting for 5 years then B and C are reckoned as of equal 
cost in spite of the fact that the production of B mvolves 
the use of twice as large a stock of stored up labour as the 
production of C 

Computed by the r»luo of their cetptctive marglnil product* in 
•Icomative occupetiont- 
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It 13 interesting to note that cost accounting m terms of 
pure labour time is appropriate to two phases of euDnomic 
development at opposite poles to each other One is a state 
m which mechanical aids to production are unimportant 
relative to human labour and m which consequently the 
supply of human labour la the cliief factor limiting the creation 
of wealth The other la a state where the use of mechanical 
aids has been developed to the full — to tlie point of capital 
saturation — when once more labour is the only scarce factor 
of production (sec Chapter II section i (4)) 

(2) Energy coat The cost of goods may be reckoned as 
proportional to the quantity of energy (reckoned m physical 
units as foot pounda kilogram metres kilowatt hours calo- 
rics therms or what not) embodied m them This avstem of 
costing has been suggested b/ H G '\^eUB ' by Professor 
Soddy * and by Howard Scott-* and the group calling them 
selves TechnocnitB but its full implications have never been 
worked out Stnctly applied it would involve the ignonng of 
the use of land and raw inatcnala in their native condition 
(Extracted raw matenaJs of course would be coated accord 
mg to the energy expended m getting them ) Human labour 
would be costed according to the energy cost of the physical 
raamtenAnce of the human body considered as a machine 
Fixed capital would be reckoned as stored up eneigy and be 
charged to cost as it is used up but as m the case of labour 
cost, the tune-element would be ignored i e interest would 
not enter into energy cost 

The defects of this method of costing are similar to those of 
costing accordmg to labour time In particular it ignores the 
varying degree of scarcity of different kmds of labour since 
ecRTCity ifl not necessarily proportional to energy-consurap- 

H G WoHb a Modem Utopia ch ui } a 
r Sodd^ Carienmi Ecottomci p la 
* H Scott IntTodiietioH to Technocracy pp 47-8 
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bon Thus neither method measures true economic cost m 
the sense of the relative scaraty of the means of production 
By neither method m it possible to compare properly different 
methods of proclucUon entailing the use of different kinds 
of concrete labour Both methods ignore the scarcity of 
naturally occurring rav? materials ot land and of stored up 
past production embodied m instruments of production ‘ 

(3) Price as a measure of cost If consumption goods 
are priced according to the acarcity principle the goods 
entering into their production can be priced m the same way 
Giving the name cost to the sum of the pncca of all the 
production goods used up m the makuig of a given consump 
tion good wc can say that it will be worth while offenng such 
prices for production goods aa ivill make the cost of a con 
sumption good not more than its pnee Thus given the 
prices of consumption goods there can be derived from them 
the demand pncea of any given quantities of production 
goods The demand for consumption goods determines 
price which is imputed back to production goods and then 
IS reflected forward again to consumption goods in the guise 
of cost 

One fundamental principle of economic cquihbnum under 
the pneo system is that the eelling pnee of every good should 
equal its cost as imputed from the pnees of other goods If a 
good sells above coat it is bcuig kept artihcially scarce — the 
consumer is being depnved of aatisfactionfl that might be 
provided by resources that arc now yieldmg less satisfaction 
m other employments If a good sdls below cost the con 
aumer is obtaining a certain satisfaction by the use of 
resources that would in other employments yield greater 
satisfaction Costing is therefore linked naturally to the 

In (ftnonl thoto soci*[i»t thooruti who propo«o to ba»c co»t on iomo 
ob}«:tivc m«jure indep>uidcnt of the maHtet vnluntion of mdrvidual 
Rooda Ignore rent a* woU n Intenut Sco soedon 3 (i) of thi* chipter 
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process of pnce determination according to scaraty and 
consumers preferences 

Where as in a developed exchange economy many pro 
duction goods enter mtothe makmg of one consumption good 
(joint demand) and tvhere many different combinations of 
production goods can be made to yield the same result (com 
posite supply) the demand pnce for a given production good 
IS equal to its marginal net product The net product of a 
production good may be defined as the pnce of the additional 
product obtamed by the use of one additional unit of the 
production good The margmal net product of a production 
good ifl Its net product at the margin of employment 1 e at 
the point at winch all available quantities of the production 
good are taken mto use As the available quantity incrcajca 
the marginal net product falls partly because of the fallmg 
price of the consumption goods due to increased abundance 
partly because of the dmumshed physical productivity of 
incr^aed quantities of one kind of production good combined 
with an un hanged quantity of others Thus the equality of 
pnce with marginal net product means that pnce falls as 
quantity increases — in other words the pnce of a production 
good 18 a measure of scarcity just as is the pnce of a conaump 
tion good 

In a position of equilibnum the following conditions are 
fulfilled all means of production arc fully utilized pnees of 
all goods are equal to cost if alternative Tnethods of production 
arc possible that one is chosen which yields the product at 
least cost and finally a production good capable of altcma 
tive uses (1 e m composite supply) is so distnbuted between 
different uses tliat its marginal net product m each use is 
equal to tht same quantity namely to its pnce 

In this way pnees can be established for all production 
goods , first for mtermediate goods and ultimately for ulti 
mate factors of production — 1 e human services and natural 

H5J7 L 
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resources Thus labour power and natural rcsourcea can be 

reduced to a conimon atandard of comparison by the price 

system 

But these ultimate factors of production are not tlie only 
elements that must be taken into account in a rational system 
of costing When labour land arc combined to form 
intermediate goods two processes occur (i) There 13 a 
stonng up of ultimate factors of production over a penod 
of time A mass of intermediate goods repreaents a stock of 
resources held through tune, the use of which involves more 
than the use of the ultimate factora of production it involves 
the iiae of an accumulation of such factors (in B6hm Bawerk 0 
phrase roundabout rnethods of production ) At any given 
moment the quantity of accumulated resources is limited or 
scarce hence the use of them involves a cost called by 
economists interest (2) The creation of a mass of mterme 
diate goods involvea the fixing of resources in a form which 
has only one specific use (or a narrow range of specific uses) 
Once fixed in this form they are useless for any otlier pur 
pose Technical changes m the pnx^eses of production or 
changes in the desires and tastes of the commiimty inter 
vening smcc the production of the intermediate goods was 
begun may destroy or dunuusb the usefulness of the mter 
mediate goods in question Hence anaca an element of imcer 
tomty and the holding of stocks of means of production 
mvolves therefore, a further clement of cost By the devices 
of a rate of interest and of a charge for uncertamty (both 
analogous in nature to a price) these further elements m 
cost can be reduced to comparability with labour power and 
natural resources Thus all elements in coat arc welded 
into a closed and self conaistent system by the method of 
pncing In no other method of costing can these results 
be achieved (Sec section 3 sub-aecUODS (a) and (3) of this 
chapter ) 



MUrHODB or CALCULATINC COST 
In the ultimate analyaia costa in an exchange economy arc 
tJie values of the alternative opportunities for production 
that are foregone when the decimon la taken to make the 
pmrticular good wth the resources in question ' Cost is the 
expression and the measure in terms of price of tlie ulti 
mate economic fact ol scarcity 

3 SoMB Special Categories of Cost 

The methods of calculating coat according to labour or 
energy suffer from tlie defect that it is impossible for them to 
take mto account the use of land and natural resources the 
time factor m production (i c tlie use of a stack of accu 
mutated resources held over 0 period of time) and the 
element of uncertainty As soon as it is required to take these 
elements mto account it becomes necessary to find a common 
measure for them and for labour time or mechanical energy 
aa the case may be Although arbitrary equivalents might be 
set up by an economic planning authority in a non exchange 
economy they would have no real significance The only 
way m which they can be brought to a rational common 
meofluxe is by the process of pneing in a market We must 
therefore proceed to the eiammotion of the part played m a 
rational costing system by (i) Land (mcludmg natural re 
sources) (2) Time (3) Uncertamty In other words this la 
the problem of Rent of Interest, and of the hitherto unnamed 
element m sociai cost which is the pnet of Unctitdinty 
Bearing and which we shall call Uncertainty Surcharge 
(i) Land — rent Owing to differences m physical yield and 
convenience of location between different sources of poxver 
and natural products it is necessary to undertake production 

S«r V(MiWle*er Natural f-alM bk-v E v D&hm Bawerk PonJtvt 
TAtforv 0/ C tpUal bk iJi ch lo hk Iv ch 7 P Wldotood Com?iion 
ttHse of PoiittcaJ Ecoitomy vol 1 p 380 H J E>flvenport, CcoMomcj qf 
EtiiMTpnu chi vi and viu G Coaiel Theory of Soaal Etonomy ch lii 
$ la pp 91-3 H D Henderson huppfv ottd Di/nand ch x 
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at different rates of real cost to satiafy the atunc need with 
physically similar goods (e g wheat of identical food value 
grown on fertile and on poor land coal of equivalent calorific 
value from mines of unequal difficulty in working) Under 
tlieae conditioos an increase in output can only be provided 
at an increase in real cost (whether this be measured m labour 
time or in energy units) Moreover in the case ot different 
branches of production increased output will mvolvc different 
rates of increase of cost^ — what we may call the coat gradient 
will be different The production of some goods can be 
indefinitely extended at conatant cost. In their case there is 
no doubt os to the right principle of valuation 1 heir value 
18 proportional to the average cost of production But how 
should a good be valued tliat i» produced under increasing 
costs? Tlic natural answer is At average cost But this 
fails to take mto account that if there are two kinds of 
goods being producttl at the same average cost one with a 
high coat gradient, tJic other with a low (or isero) coat 
gradient, then an increase m the output of the former will 
involve greater expenditure of labour time (or energy) than 
an increase in that of the latter To be able to balance 
agamst each other the effect on the total expenditure of 
labour time (or energy) of uicrcused production of different 
goods given a certam rate of production already undertaken 
goods ahould be valued according to their marginal costa ot 
production not their average coats (These coincide m the 
case of goods produced under conditions of conatant cost ) 
But this leads at once to the emergence of a form of surplus 
value In the case of goods produced from sub marginal 
sources of supply the difference between their coat and 
their value (i e between their actual cost and the coat of 
production of similar goods at the margin) is a surplus value 
identical with Ricardian rent (whether or not it is appro- 
priated by pnvHte owners of natural resources) 
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Under market economy this surplus is natui-ally imputed 
to the site so tlint the superior field mine &c is supposed to 
earn a rent If a site m capable ot alternative uses then the 
rent which it can cam m its different uses is an indication 
of its relative aupenonty m these uses Its owner then lias 
a pecuniary mcentive to use it m the way in which it is 
most productive 

If goods are valued according to the cost ot the marginal 
portion of supply tlicn even under any of the arbitrary 
systems of coating mentioned above (labour or energy) a 
surplus would emerge which could be treated as rent If 
however goods were valued according to their average cost 
of production (which is usually the method favoured by the 
proponents of arbitrary systems of costing) then rent will be 
absorbed into cost The question whether or not rent should 
be reckoned as a separate entity is thus seen to be identical 
wth the problem whether goods should be valued according 
to marginal or average cost of production 

Two consequences flow from not includmg the rent of land 
m the computation ot cost The first is that the measure 
of cost iB distorted The second is that it is difiicult to allot 
parcels of land of different quabty to tlieir most appro 
pnate use 

(a) As stated above the true cost of mcrcasmg the supply 
of a good will be under estimated if the good is produced 
under conditions of mcreasmg costa There will thus be 
an over mveatment ot tlie commumty s resources m tlie pro- 
duction of such goods as compared with goods produced 
under constant or dimimahmg coats 

(b) Under the second head it must be noted that the 
charging of a rent for the use of land la the way by which m 
a market economy land is forced into its most productive uac 
It may be argued that a si milar result could be achieved in 
a planined economy by ascertaimng the productivity of given 
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parcels of land inidcr given forma of cultivation and calculat 
mg by means ottlie calculus of vanabona which combination 
of ufica would give the maximum yield In order however 
to calculate the maxuniim yield it is necessary to express the 
different products of land m terms of a common denominator 
I e m tLima ot their values But unless the comparison was 
made on the baaia of theu- marguud and not ot their average 
returns incorrect results would be obtained Therefore 
since margm il Tetuma must in any case be determined the 
use of rent as a device for ensuring the optiraum use of scarce 
natural resources seems to bejuatified Furthermore the use 
of economic rent as a device for allocating land and natural 
matenala to their moat productive uses fats m conveniently 
with a decentralized economy in which a large measure of 
autonomy is allowed to separate enterprises ' 

(2) Time — interest (a) CapUal aid uUerett We must 
next take into account the influence of tune in production 
To obtain a given rate of physical output a certain quantity 
ot physical resources must be held in the form of uitcrraediate 
goods (machinery buildings stocks of raw materials ond 
goods m process) These mterraediate goods represent a 
certain storing of resources in time since the machinery 
materials &c , now being used in the process of production 
arc the result of past processes of production ITie average 
length of tunc that elapses between the fust steps uken in the 
chain of production and the dchvery of the finished product 
may be called the penod of production Most methods ot 
mcreasmg the physical productivity of a given quantity of 

For the pnang of land under incmlism *ec Caaicl Thtory qf Social 
Econc»i\ ch vli J jg p 389 alto Henderton Sh/i^v oitd Demand ch vi 
§5 tor natural inatenflii »ee Concl op at ch } 30 pp 393-4 

An alremouve expreatwa for thb quandtv la tho rabo of the com 
niunir\ a dock of muana of production to ita j!otc of flnUhcd consumption 
goodi (*ee G Loiiel Om QuaitliUt/tvt Thnkiitg tn Economics p 22) 
Note that ihu, ci^irtMion implica th« pcaalUJlty of eiprcaamg both tho 
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resources (including land and human labour) involve the 
utiliMtion of these resources m ways which produce a greater 
physical product but at a remoter pcnod of tune — m other 
V ords a lengthening of the period of production For m 
stance machinery increases the product of labour but in 
order to make the machinery labour must be diverted from 
some other line of production to machinery makmg Now 
different uaca of the ultimate factors ot production may be 
clasaified in the order of the remoteness of tlieir ultunate 
benefit (in other words m order of the length of the pcnod 
of production m each piarticuiar use) If we assume that in 
a rationally ordered scheme of production the uses of ultimate 
factors of production tliat yield immediate benefit arc prefer 
able to those \\ hose benefit 13 deferred we must devise some 
quantitative method of estimatmg this preference. More 
over we must be able to balance a greater yield at a more 
distant date agamat a lesser yield available sooner 

An economic community based on division of labour 
must divide its economic activities between provision for the 
needs of the present and the maintenance and extension of 
the equipment that makes possible provision for the needs of 
the future ITie proportion m which it so divides its resources 
is the result of a balance between the productiveness of 
mstenal equipment and the proepectiveness of the members 
of the commumty 

In an mdmdualisUc economic system the rate of mterest 
16 tlie regulator of its capital structure Interest ansca m 
market economy as a payment made for the use of means of 
production durmg time In its simplest form it is a discount 
on future value® (or an agio on present values) so that the 
value of a finished good tends always to exceed the sum of 

itock and the flow in tcrmi of ■ connnoo unit, m other word*, the po«si 
bility of \iluatian See il*o J MaiBcIuik ■ Note on the Period of Pro- 
duction Economic Jrmrml March 1934 
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the values of its constituent factors by an amount which is 
proportionate to the time taken up m production If interest 
be reckoned on tlic value of all intermediate goods used m 
production for the tune durmg which they are locked up m 
the productive process, this surplus is absorbed and value 
tends to be equal to coat In the idealized mdividualiara of 
the Auatnan school the rate of interest is determined by the 
interaction in the market of millions of indrvidiial time 
preferences juat aa the pneea of goods are detcmiined by 
the interaction of milhona of individual marginal utilities In 
the real system of capitaliam individual time preferencea are 
overshadowed by the action of banka and by the stmttgic 
reserve policy of company directors 

•k socialist community that attempts to guide production 
by the preferences of mdividiials expressed m the manket 
must make use of the device of a rate of interest for two 
reasons One is for costing purposes since otherwise there 
will be relative over production of goods whose manufacture 
involves relatanly more time-consuming methods than tlic 
average The second is aa a rationing device to allocate 
between the vanous branches of production the resources 
available for the satisfaction of future needs Thus the 
marginal productivity of capital goods will establish at any 
given moment a definite relation between the quantity of 
resources so available and the rate of mterest that just allo 
cates them without deficit or excess But m the absence of 
a free market for savers there la no means of deciding on 
individualistic principles what quantity of resources should 
be saved This decision will have to be taken by the plannmg 
authority on behalf of the community as a whole and will be 
from the liberal individualistic pomt of view arbitrary (Sec 
Chapter IX section 2 (2)) 

To illustrate the problem of mterest in a Bociahat com 
mumty let us take the case of a railway that has to cross a 
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piece of high ground Eittier it may be built in the open with 
two steep elopes or it may be conatructed with deep aittings 
and a timnel The first way involvea greater coet in operation 
than the second for the whole time that the ime ib open the 
second way involves a greater expenditure of labour and 
materials at the time of construction How can the authority 
planning the railway balance the extra annual cost of opera 
tion against the additional once and for all cost of construe 
tion? If the additional construction coet is only five times 
the extra annual operation cost it is almost certainly worth 
wlulc to build the tunnel If it la a hundred times mure the 
tunnd IS almost certainly not worth while Projected works 
can be classified according to the number of years purchase 
that they require It is obvious that the community ahouJd 
undertake first those works m which a present outlay saves 
a large annual coat before proceeding with those that effect a 
less saving Lquihbnum is obtained bj pushing the invest 
ment of resources up to the same number of years purchase 
in all Imcs of production The community must decide upon 
a certain number of years purchase (in other words a rate of 
interest) and apply it os a touchstone to distmguiah. between 
feasible and unfeasible undertakings ' 

Of course it would be possible to uae the marginal pro- 
ductivity of capital as a sieve for sorting out worth while 
projects (rationing function of mterest) without actually 
charging it into the pnee of goods (cost function of mterest) 
But, as already remarked this would result m a relative over 
production of goods whoso production mvolve* a higher 
than average ratio of capital to labour 

G Morreaii (op cit ) who does not admit the propnoty of mdudiog 
interMt In th coat rcclt ning of a aocklUt ecooomy propoMt to dit- 
crimimito bcUtcen different u»ea of capital reacmrcM according to the 
qiBii tiLy of cunfliiTHjr* turplua which they yield Thi* ia an Inttroatong 
fUflgostion but It ifl open to the objoctwn that no one hu yet thown 
how to d t rmin an Ijcctlv moiuiiro of conrumori aurplui 

M 
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Ufllcss interest is taken mto account in the computing of 
coat It will appear equally preferable to produce either of 
two commodities m each of which the same quantity of labour 
and land is incorporated although m the case of one of them 
the expenditure may be spread over a hundred times the 
penod of time that it is m the other The community will be 
led to spend its resources on schemes thst will only produce 
consumable goods aftei centunes, while m the meantime it 
will auifer penury 

lo compute a rate of interest each undertakmg will have 
to stmt with a certam capital based on an inventory and 
valuation of actual capital goods Extensions of capital will 
take the form of investments or loans made under the control 
of the S C C from a central fund Each undertaking will 
draw up several alternative plana ot activity on the assumption 
that interest la 6 5 4, 3 ficc , per cent the schemes at the 
lo\>cr rates being naturally more cxtcnaivc than those at the 
higher rates On tlie basis of these schemes it will be able to 
draw up a schedule of its demand for capital at different 
rates The SEC can then construct an aggregate demand 
schedule for capital to be employed in the whole of induBtry 
This Will in fact, be a schedule showing the margmal pro- 
ductivity of different quantities of resources applied to 
capital formation ' 

Two procedures can now be foUoived accordmg as to 
whether quantity of accumulation or mterest rate is to be 
taken as the independent variable (i) In tlie first case the 
SEC will fix the amount of capital that is to be raised then 
the ruling rate of mterest for the current accounting period 

Tto objection may be mode that it !■ not logidmato to aggrcgnto the 
demand tchedules of tingle onteiptkca mto one tociaJ demand njiodule 
on the arwindt that each mdivldoal demand Bchcdulo U dependent on 
the actual nto of mtereit, This u ■ valid objection thcorcticfllly but it 
could bo got oTtr prtcHctity by the proccaa of lUcccMive approjiimjjtion 
(aeo footnote a to p 83 ilao pp 99—100 ioa-3) 
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Will be determined by the schedule of marginal productivity 
of capital (u) In the second case the SEC will fix a ccrtaui 
rate of mtcrest this will determme the corresponding qunn 
tity of capital to be saved out of the total social mcorae during 
the vear In either case the rate of mterest however arnved 
at, will be used for all accounting purposes (mterest on original 
capital of enterprises and truata mterest on short period 
balances depreciation insurance hire purchase contracts 
&c ) Capital will be supplied to undertakmgs m accordance 
inth their onginal demand sche^lules ’ * 

(1) If the amount to be saved is to be taken as the mdepen 
dent variable then the moat appropriate formula would be 
diat of r r Ramsey* the rate of eavmg multiphed by the 
nmrguial utility of money should always be equal to the 
amount by which the total net enjoyment of utility falls short 
of maximum poesublc rate of enjoyment It may be objected 
that the practical application of this formula involves the 
numerical determination of utibties Nevertheless this prob- 
lem might not prove to be insoluble m a community where 
mdividual mcomes are approximately equal given free choice 
of consumption and the sale of consumption goods at a price 
in the market If it can be solved even approximately a rate 
of saving can be deterrnmed and tlicn from the aggregate 
demand schedule of the eocialucd undertakings a correspond 


III the foregoing it u not •uumed tliat any capital u tuppUed by 
voluntary individual taving It u all provided by a levy on the un- 
dlatributcd toctal pfoduct, ui accordance 'with a decision of the SEC 
Indmduflla may mvo in the aenM of poetponina coniumption but thu 
u not cuviaaged as a source of capital 

If either the demand for or the lupply of capital la changing rapidly 
the error involved in aggregating demand acbeduJca will bo appreciable 
In thu case it will bo oecesaarv to catabllah a proviiional rate of Intcreat, 
then to allow the different organa of coQocdve ocoiKnuy to re-cortract 
with oach other on the beaia of thia provlalonal rate, aod ao to draw up 
their final demand scbedulo /or capital 

’ A Mathematical Theory of Saving Ecomane JxAiTnal Dec ipaS 
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ing i-atc ot uitcic8t can be found Changes in productivity and 

dem and will then be reflected m changes in the rate of intexeat 

(ii) If interest la to be taken aa the independent vanable 
what principles aJiould be follo-wcd m deciding upon a rate of 
interest? If Cassel a argument in the Naiifre and Necetniy of 
Inter at la vahd tlien the rate ot interest depends on the 
duration of human hfe In an ideal individualist community 
accumulation would proceed and interest fall until thenum 
ber of years purchase of a perpetual mcome had risen to 
something short of the average duration of the adult portion 
of humnn life ' Here it la true that the socialist coinmumty 
cannot detemimc tlie exact figure with the accuracy of mdi 
vidual inveatora balancing the attractiveness ol perpetuitiea 
agauQst tliat of hfe annuibes Still no extreme error m vaJua- 
tioG will be incurred if the SEC accumulates until the rate 
of interest falls to say a per cent and then keeps the rate of 
interest steady The reason why 2 per cent — 50 years pur- 
chase—is chosen is that it corresponds to die duration of 
adult human hie On the assumption that a socialist coin 
municy should be longer sighted than the individual investor 
the rate of interest might ultunately be lowered to i per 
cent — corresponding to 100 years purchase (three genera 
tions) respectively If the tempo of technical invention 
increases or if pubhc taste becomes more changeable the 
amount of new capital to be raised in a year will increase 
if invention or changes m taate fall off the amount to be 
raised will dimmish ^ 

' See qUo C88*el i Theory S(n.t il EeoitoiHy (Benn ciJ ) vol 1 pp 

141-5 

For the problem of mtorett In a. •ocmlut •oaetr tee P von Wleacr 
Nottirollahe bt u ch. 6 bk. in ch- 3 ilao pp 14a 163 ao6 E v 
BOhni Btucrh PexsUwe Tiuor\ CapttaJ bt vl ch 10 O Cauol 
rW\ SocitU Economy ch n, 5 a6 HD Henderton Snpph mni 
Demand pp 14-16 130 H D Dlddnaon, IjuUtirttonoJ Revenue Appon 
du to ch IV For a dHEorent view •« M Dobb Poiuical Economy and 
Capilahsm ch viu aod Note to cb viIl 
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Ihe question is otten discusaed Why should not the 
socialist community accumulate capital until the rate ot inter 
est fell to z«ro ? In the wnter a opinion this would be quite 
impracticable As the rate ot interest fell there would be a 
rapid increase m the number of uses of capital that would 
under modern technical conditiona become worth while At 
zero mterest the demand for capital would absorb so high a 
proportion of the social income that the real time preference 
of tlie members of the commumty would nse steeply If then 
the S E C were to reflect their preferences correctly it would 
liave to reduce the volume of collective saving and re intro- 
duce a rate of interest m order to ration the available capital 
(b) Long term a}id short term capUai Tlie provision of 
capital to industry falls under two heads long term capital 
and short term capital corresponding roughly to the dis- 
tinction between hxed capital and circulating capital 
(1) LfOng term capital la represented by the buddings, 
plant machmery and other durable physical equipment of 
industry Every undertaking will be capitalized at a value 
corresponding to the cost of reproduction new of its fixed 
capital and will be required to pay luterest at the current rate 
on this capital to the organization next above it m the hierarchy 
of collective euteipnses (This could be effected formally by 
the issue of debentures to be held by the controlluig organiza 
Uon Increase of capital equipment would be accompanied 
by an issue of new debentures dimmution of capital by a 
cancellation or writing down ) New fixed capital would 
come out of the Social Tund^ and would be iseued by the 
Investment Board on the basis of the schedules drawn up by 
the vanous organs of collective economy 

The poeaibihty of a loss of capital must be dealt with 
This may be due to a vancty of causes such as diminution in 
the importance of the particular branch of the social economy, 
See lub-tectiou (4) of thle section alto Chapter IV section 5 
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rapid technical change physical deatruction nr sheer mie 
takes ot judgement If an industry or trade declines in impor- 
tance as brewing might if people became more abatcmiouB 
the capital sunk in it muat simply be written off Tech- 
nical change if nottoorapid should be covered by allowances 
made for obsolescence and nak but violent changes m 
technique (such aa the aupcrsession of existing means of 
lighting by the invention of cold hght) would necessitate 
a drastic wntmg off of capital assets Similarly physical 
loss should be covered! by insurance but catastrophes such, 
as eartliqunkes floods conflagrations and acts of war must 
also entail writing off Finally decisions of the planning 
authonties (die SEC and of minor organs) may prove to 
have been unwise and their reversal will involve abandon 
ment of capitul investments In all these cases the fact should 
be recognued that the community s wcnJtli lias diminished 
by the amount of die resources that have been sunk in enter 
prises that will yield no return in tlie future There should be 
kept a capital account of all the community s assets (including 
non induatnal ones such as public buddings and institutions 
devoted to communal consumption) and the total of this 
should be kept aa cloaely os possible m correapondehcc with 
the actual facta 

An important problem m the theory of costa anaea in 
connexion with this matter of wnting-off capital rendered 
obsolete by tcchmcal change In balancing the economic 
advantages and disadvantages of a new process to what 
extent sliould the loss of capital sunk in the old process be 
considered ? Competitive pnvate cnterpnac cannot afford to 
do this If a new process appears every firm hastens to adopt 
It (or one like it) since it raizes that if it does not its nv^ 
will and that it will in consequence be handicapped in the 
competitive struggle On the other hand public bodies and 
monopolistic private firms usually try to delay the adoption 
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of innovfltiojiB uutiJ the old capital equipment is at least 
partly worn out (Consider e g the attitude of many rounici 
pabticfl owning gaa and tramway undertakings towards electnc 
lightmg and omnibuses ) Undoubtedly the competitive ays 
tern produces a high rate of technical progress but le it 
socially justified ? Tlic answer seems to be that it is and that 
a socialist economy should m this matter imitate competition 
In economics bygones are forever bygones Capital sunk in 
a process represents social resources the product of past 
labour and sacrihce locked up m an irrevocable foiTTL Its 
value to the community is not what it has cost but what it 
will yield (its quasi rent in Marshall a tennmology) If 
Huciety can produce the same result by otlier and better 
means the value of the old means ib already potentially lost 
New resources not yet unmobilized in means of production 
should flow mto the most productive uses The productivity 
of these uses depends on the demand for thoir products as 
compared with the sacrifice of current fluid resources 
Present resources not past resources, are nhst count Thus 
it seems that the value of sunk resource# should be ignored 
m deciding on the worth whilcness of new procesaea 

The case of labour however is different from that of non 
human resources Here agam bygones are bygones and the 
fact that certam workers have acquired specialized sIqUb that 
are to be rendered unnecessary by new methods should not 
weigh m the balance when dcciaiona arc being taken about 
the introduction of new methods But the fact that the com 
jiiunity owes these men the opportunity to fit themselves to 
take part again m social production should weigh m the 
balance Hence the cost of re trammg displaced workers (or 
pensioning those too old to be re tramed) and other costs of 
transfer such as those of transport and rehousing where the 
transfer is geographical as well as occupational should be 
debited against new methoda and processes 
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(u) Short term capital would be supplied by the socialized 
banl^g systerns All organs of collective economy would 
keep a current account with the Central Bank they would be 
debited with the value of all matcnals bought and wages paid 
and they would be credited with the value of all goods and 
BcniccB sold Since production w normally undertaken m 
anticipation of demand this would mean that eveiy under 
taking would have a permanent floatmg overdraft at the bank 
equi’.^ent to the value ot resources locked up m tlie process 
of production The undertaking would pay interest at the 
current rate on this overdraft thus taking the time lag of 
production into account in the system of aocialiat costing 
Institutions serving the division of communal consumption 
(such as hospitals schools libninea he ) should follow 
Birrular methods They should keep capital nccounts which 
sTOiild be writtea up or down to correspond with the actual 
\'alue of their fixed assets Their revenue and expenditure 
would be checked by the bank m the same way interest being 
charged on the net balance (it negative) or paid on the net 
balance (if mcome anticipated expenditure) 

In the course of tune the Central Bank and its agencies 
would probably come to exercise the function of a general 
accounting checking and controUmg organ keeping track of 
the progress of goods m process of manufacture through 
their v'anous stages of the quantities of goods in stock at all 
stage* 8cc, Any delay m the movement of goods along the 
road to ultunate consumption would be reflected in a rise m 
the demand of the vanous undertakings for short term 
credit ' 

(r) Coruiintpiwfi capital One way in which the fruita of 
stored up labour ( waiting ) can be used is m the creation of 

For the role of the Gocbanlc of tho USSR in chedtinp tJio ouccu 
twin of the rinn bv tho virV)iu orgsni of collectivo economy sco L E 
HiihbonJ 5oi/e/ Money and FiHwict cha v and vi 
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durable articles of conaumption, like dwelling houses, swim 
ming baths grand pianoe motor-cars hoiiflC’hoJd furniture 
wireless receivers gas or electric stoves, vacuum cleaners, 
washing machines refrigerators &a Under capitalism the 
use of these commodities tends to be restricted to those who 
can afford to lock up resources in durable means of con 
sumption over a period of time i e the nch However even 
under capitalism private enterpnse has undertaken the 
provision of dwelling houses on hire (without which the 
poorer consumers would not be able to find house room) 
and die provision of other durable goods on the basis of hire 
or hire purchase has begun to develop 
It 18 clear that it a soaahst community wishes to promote 
the use of such ameDitiea it will in the absence of large 
individual incomes be obliged to provide them in some waj 
other than outnght purchase In the case of swimimng 
baths sports grounds libranca and many other amenities 
provision through tho division of communal consumption 
will be best Wlicre as m the case of pianos motor-cars 
wireless, See uiclividual consumption is most convenient, 
such consumption will have to be facilitated by appropriate 
methods of hire or lure purchase It is probable that the 
consumption of these goods could be extended and that 
many other amenities now almost exclusively the pnvilege 
of die nch could be brought within the means of the less 
well-off by the development of hire services 

There is no reason why the consumption of durable goods 
flhnuld not be facihtRted by advances to consumers out of tlie 
capital funds at the disposal of the commumty In tho case 
of houses it IB generally admitted that this is desirable In 
Bntam and in most European countnes municipal and other 
local authontiea build houses and rent them to householders 
m Australia and New Zealand the state makes advances on 
mortgage to individuals who wish to acquire a house or a 
■1W7 N 



fjo PRODUCTION GOODS 

farm There is no reaBon why this should not be ejrtendcd to 
durable consumption goods in general Aa in the caae of 
houses cither the goods could be owned permanently by the 
community and let out on hire to the consumer or they could 
be sold to the consumer on the instalment plan the com 
munity odvanang a proportion of the purchase money 
against pro^wr secunty 

The usual objections to instalment selling arc absent or of 
diminished weight m a planned economy where the fluctua 
tions in individual income are less tl\an in an unplanned 
economy and where the bnancial organs of the community 
can keep a watchful eye on the aggregate amount of consumer 
indebtedness and take care that no more than a reasonable 
proportion of consumers future income is pledged for the 
payment ot instalments On condition thot the schemes of 
payment provide for the extinction of the debt well within 
the lifetuiic of the commodity bought instalment selling 
makes possible an increaBe ot durable is compared with 
ephemeral satisfactions in the average individual s scheme 
of consumption 

With regard to conauraption loans otlier thnn those 
destined for the acquiaition of durable goods the propriety 
of mnkmg public provision is more doubtful A properly 
organized system of social services and of publicly owned 
insurance should clumnate all ordinary cases of sudden need 
for a loan Nevertheless since cases might arise in which an 
mdividual experienced a sudden need for disposal over a sum 
of money due to causes not covered by insurance or the 
ordinary soaal services some orgaiusation for making loans 
on accunty should exist If every adult citizen had a current 
account with the State Bank some development of the exist 
mg overdraft system would suffice otherwise something m 
the nature of a publicly managed pawnshop or mont de p\iU 
would be required Since pnvate property m land and pro- 
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duction gocxia would not exist, tl\e only property available to 
be pledged aa security for a loan would be in the form of 
durable consumption goods 

riiiB would create a use for accumulated resources that 
would compete with the use of the same resources m the 
form of mdustnal and diatnbutive capital The demand for 
the hire of durable consumption goods would have to be 
added to the demand for capital m the form of production 
goods m order to amve at the aggregate demand schedule 
for capital and hence to determine a rate of interest for the 
socialist economy This rate of interest would have to be 
apphed in reckoning tlie appropriate charge for the use of 
goods under lure and hire-purchase agreements It would 
also be applied to pure consumption loans In this case 
however interest would be only a, small part of the charge 
made by the public to the borrower most of the charge 
consisting of insurance against nek and costs of admmistra 
tion 

(d) Temporal vmtatiom m uiUrest Different rates of inter 
eat may be appropriate for different pomts of tune m the 
future If the real mcome per head of the community is 
going to rise appreciably within the next ten years the com 
munity will be able to afford a more generous scale of pro- 
vision for the future and hence calculate with a lower rate of 
mtereat, ten years hence than it can now Thus while it 
would be m accordance with tho present relation of needs and 
resources to charge interest at say 4 per cent on a capital 
outlay made m the current year, it might be appropnate to 
charge 3 per cent on an outlay made five yean hence and 2J 
per cent on one made ten years hence In tins way a com 
pound interest table by double entry might be drawn up in 
which the interest on ;^ioo woxJd depend not simply on the 
number of years for which the mvestment ran but also on 
the particular year at which it started In this case only tlie 
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rate of mtcrcat for the current year could be detemuned on 
the basis of actual bids from the organs of pubhc econonucs 
Tlie rates of mtereat for future years would have to be deter 
mined by more or less arbitrary deductions from (or in tlie 
case of declining real income per head additions to) tlie 
current rate Theae deductions or additions would not be 
completely arbitrary since (i) they would be based upon 
fairly reliable estiinatcss of the future course of production 
and (ii) they would be contmually checked by a process of 
tnal and error The greateat element of uncertainty ui these 
calculations would probably be the influence of technical 
discovery and invention upon the future demand for capital 
and hence upon the future marginal productivity ot capital * 
(«) Osographxcal •o^trtatioiu It la poa^ble that the rate of 
interest however arrived at, would not be uniform throughout 
all parts of a sociaUat commonwealth If the latter included 
regions at greatly different level® ot economic development 
(Chinn and Central Europe for example) a uniform rote of 
interest would dram oS all invcstible resources from the 
more developed region to the leas developed Phis la of 
course precisely that movement of resources which is neM»a 
sary to establish econoouc equilibnura and also that which 
would maxiim2e the soaal product but too rapid a progress 
m this direction might be undesirable The SEC would 
have to divide the entire community into regions of approxi- 
mately similar economic development and establish an appro- 
priate rate of interest for each It would plan a certain 
transference of resources from the more to the less developed 
regions but less than thot which would immediately equalize 
the yield of capital The exact magmtude of the transferences 
that would be made yearly from the more to the less developed 

The problem diecuued Id thu paragrtph \vtti nitcKl by Mr Maurlco 
Dobb in BO article Problem* of a Sodalxat Economy {EcotKnmc Journal 
Dec 1933) gjul in hi* book PoliUcal Ecommv tW CapUalwn ch viu 
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regions and the number of years over which the process of 
equalization should be spread could not be determined on 
purely economic grounds It would mvolve judgements of 
a social character and would require to be considered as part 
of the conscious planning of economic life (see Chapter IX 
section 4 (i)) The ultimate object would be the establish 
ment of a uniform rate of mterest over the entire temtory 

(3) Uncertainty — uncertainty surcharge Some of 
the risks to which economic life is subject cancel each other 
out if a sufficient number of cases arc take n by the statistical 
rule of averages they yield m the aggregate a precisely 
calculable certainty Such naks are thoee due to wind and 
weather to human careleaeneas or folly and to the hazards 
of fire and of the sea These can be and usually axe insured 
agamat A socialist community would have even greater 
opportunities dian an mdrvidualiBt one for the extension of 
the principle of insurance But certain risks are not destroyed 
by aggregation these are the uninaurable risks and constitute 
true economic uncertainty ' 

In a aociahst community, it nught be held there should 
be no question ot econonuc nak economic plannmg should 
ehmmate it This is true of many kinds of risk It is true of 
risks due to tlie simultaneous action of a number of entre 
preneurs ignorant of each other s deosiona But m any 
economy where free choice is permitted to consumers and 
to providers of services and where any progress in technical 
knowledge occurs, an clement of uncertamty la bound to 
exist 

Economic uncertamty is of two mam kmds The first land 
18 due to the anarchy of production under capitahairu In 
each part of the economy entrepreneurs are taking without 
mutual consultation and without exact knowledge, decisions 
about output and prices which affect the deciaiona of other 
800 r H Enleht, Riik Umtrtamty ai*d Profit chap*. iJ and vii. 
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entrepreneurs Each one la iguoruiit of what the othcra are 
doing or at tiie beat makes uncertain infcreneea from unre 
liable (and frequently deliberately mialeading) indicationa 
It 13 no wonder that market requirements are now under 
now o\er-€3tnnatcd that production is subject to violent 
fluctuntiona and that a great deal ot uncertainty rcigna 
tliroughout all fields of enterpnse Where entrepreneurs 
are engaged m complementary processes things are bad 
enough, but when they are acti\ely competing the anarchy 
of production becomes a real chaos One has only to think ot 
the retail distribution of coal or milk the anarchy in the streets 
dunng the penod of ‘pirate competiuon w ith the L G 0 C 
the chaos of the coal industry and of die Lancashire cotton 
industry fluB kind of uncertainty would be abolished by 
social ownership and planned production 
T he second kind of economic uncertainty however is that 
which is inherent m all production m antiapation of demand 
such as characterises a highly developed economic system 
Production in anticipation of demand involves uncertainty 
for two reasons firat the possibility of changes in the 
methods of production second the poesibihty of changes in 
the wants that production la undertaken to satislV The fij^t 
involves the risk that new waya of aaOsfying old needs may 
diminish or destroy^ the usefu Incas of resources that have been 
invested in the old ways (e g the improvement of road trans 
port dumiushca the usefulness of nulwaya) The second 
involves the nak that new needs or changes in the relative 
order of urgency of old neede may call for a diversion of 
resources to new uses that leaves some resources under 
uplizcd (e g the growth of the cinema leaves theatres half 
empty a change over in consumption from beer to chocolates 
wiU diminish the usefulness of brewery eqmpment) Un 
certainty of this kind would still eiast even m a socialist 
economy 
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famce the degree of uncertainty will vary as between one 
branch of production and another any economic choice 
(whether of the individual consumer or of an organ of collec 
tive economy) will be a choice between economic alternatives 
mvolvmg uncertainties of different degrees \ rational calcu 
lus of economic coats must reflect this fact This means that 
to tlie elements of coat already described — wages rent, and 
intereat — on additional charge must be made adjusted accoi d 
mg to the degree of economic uncertomty involved m the 
particular branch of production 
To this proposal it may be objected tliat the greater part 
of economic uncertamty can be avoided by proper planning 
and that the residue should be shoulder^ by the socialist 
administration, as part of the inevitable overhead of social 
economy But the fact that a certam amount of uncertainty 
18 inevitable is no reason why it should be bonie by the com 
munity without charge If a consumer desires a particular 
commodity whose production involves uncertainty whether 
due to technical change or to the fickleness of demand there 
IS no reason why he should not have it, but he should be made 
to contnbute to the social costs meurred as the result of 
uncertainty 

As has been already stated unavoidable economic uncer 
tainty is due to two causes (< 7 ) technical change in methods 
of production (b) fickleness of consumcra demand 

(fl) Uncertamty due to clianges m methods of production 
could be charged for by an addition to the rate of deprcnation 
of machmery and plant over and above tlie rate calculated on 
the basis of physical durability and of the current rate of 
interest In other words not physical but technological 
obsolescence will be allowed for This is m accordance with 
present day capitalist practice especially m industnes where 
technical progress is very rapid and where depreciation rates 
of as much as 50 per cent are met with (m otlier ^^o^dB a 
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process is not considered worth employing unless its net 
proceeds are sufficient to repay its capital coat withm two 
years) In fact it would notbe too mucli to say that deprecia 
tion has ceased to have any connexion with the physical life 
of fiTed plant and has become (where it is not merely a device 
for cooking balance sheets) an element m cost corresponding 
to V hat has been here called uncertainty surcharge 
(b) Uncertamty due to changeableness of demand is liicly to 
arise chiefly in the provision of goods and services where the 
incalculable and fnvolous element of consumers preference 
is moat marked, such as in the supply of clothing (men s and 
women b) amusemeats sports games toys and novelties 
generally The most efficient BtsOstical service m the world 
wtU not make it possible to predict, without a large margin of 
uncertainty whether spots will be more popular than stnpes 
next season how a new film or musical play will go what will 
he the reception of a novel a gramophone record or a me 
chanical Mickey Mouse In the minds of many people who 
think that planning can eliminate uncertainty lurks the idea 
that uncertainty may be abobshed by abolishing consumers 
freedom of choice But this ib like cutting off one s feet m 
order to keep one a socks from wearing out The economic 
organization of a aociabst society should exist to satisfy 
human needs variety and choice arc human needs no less 
than so many calonea of food and so many square metres of 
floor apace Therefore a socialist soacty should aim at pro 
viding a vanety of gratifications and at permitting tlie ultimate 
consumer to choose freely between alternatives (This does 
not mean to say that the economic organa of a socialist com 
mumty should debberately foster caprice It could give the 
general pubbe opportunity to make expenraenta in the art of 
consumption without reproducing ^e capitalist world e 
elaborately organized futibty of luxury and fashion industries 
It need not have an exclusive cbquc of dress designers con 
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spinng to reshape women a waiata shoulders, and bosoms 
every six montlis m order to make all the clothes sold last 
season unwearable nor need it work up through press and 
cinema a sudden and hectic enthuaisra for a craze likp- mnh 
jong or yo-yo m order to sell the necessary equipment at ten 
times its coat pnee ) 

On the other hand, variety and freedom of choice mvolvee 
the risk that guoda may be unsold or saleable only below cost 
this 18 a waste and waste must be paid for It is only faur that 
the social coat of this waste should be borne by those persons 
on whose behalf it is incurred that is by the consumers of 
categories ot goods whose demand is liable to more tlian 
average fluctuation Thia could be effected by a surcharge 
depending on the degree of uncertainty mvolved m the 
provision of goods or service Unless uncertsmty is taken 
into account m soaal costing there will be a tendency to 
devote too many resources to branches of production 
where there is only a small chance that the product will 
be wanted 

Goods would be divided mto categories according to the 
fluctuation of demand ranging from staple foodstufia and 
standardized machine parts upon wluch no uncertainty 
surcharge would be made up to those articles of luxury for 
which the demand was particularly capncious upon which 
the heaviest surcharge would be bud 

The calculation of a surcharge for uncertamty IS m general, 
a more difficult iHwk than the determination of a rate of 
mtereat amcc it has to be done for each line of production 
separately In the mdividualiet cooimuiuty it is largely a 
matter of guesswork that is to say unconscious judgement, 
based on old standing habit and a mass of assimilated expen 
ence The socialist community would for a time make use m 
the same way of the hunch or flair of the tramed manager of 
mduatry, but it might m tune evolve a statistical treatment 

4U7 0 
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of uoccrtamty baaed on the frequency diatnbutiou of aaiea 

and of pnee changes 

(4) The Social Fund It should be obvious that these 
categories of rent interest and uncertainty Burcharge:^ &c 
ore merely accounting pnees they are not paid to any actual 
landowner capitahat, or nak beanog entrepreneur they form 
no part of any individual’s income The social product is 
comfiosed of elements that can be distinguished analytically 
as the return to labour land waiting and uncertainty 
bearing but as regards distribution it forms a single un 
divided fund out of which individual shares may be carved 
out on any desired prinaplc The economic return to labour 
may be paid to the individuil labourer this is a point that we 
shall take up later (Chapter IV scctaons 2 (3) and 3 (1)) It la 
definitely against the tuncUmcntal principle of the sociahst 
commonwealth to pay rent or interest to any individual land 
owner or capitaiiat there will be none to receive auch an 
income Society as a whole will own and manage the means 
of production produced and unproduced and as a whole 
\vill appropnatfl the product Rent interest uncertamty 
surcharges and any surplus of the nature of profit will be 
paid into a fund which wc may call the Social Fund mto 
which also will go any part of the product of labour that is 
not paid to the individual worker as wages We shall consider 
later (Chapter IV section 5) the purpoaea for which payments 
will be made out of the Soaal Fund 

4. Pricing of Production Goods — Costino 

(i) Elements of costing system On the basis of the 
orders sent back by selling agencies the manufacturing organi 
rations will be able to draw up demand schedules for their 
products In the case of compoaite demand they will aggre 
gate a number of different demand schedules * In the case 
S«e note on p 6 a 
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of jomt supply they will have a acparate demand schedule 
tor each product If the proportion in which the joint pro 
ducts are obtained is invariable these can be simply aggre 
gated to ob tain a demand achedule for the total output. If 
the proportions are variable a problem is presented which 
13 mathematically soluble given enough observationa this 
18 to determme for each rate of output the proportions of the 
joint products for which the total receipts would be a 
maximum. 

Each productive organization wiU be able to offer a price 
for the goods that it uses m the process of manufacture In 
general these goods will be mjomt demand therefore their 
prices will not be mdependent Most of them also are m 
composite demand The problem of valuation 19 complicated 
but not imposaibie Thus demand schedules can be estab 
liahed for goods of higher order and finally for the ultimate 
factors of production (parcels of land of known area and 
quality definite quantities of minerals and other natural re 
sources and certain nurabera of workers registered as willing 
to do certain jobs — we need not at present diBCUsa the 
method of their recruitment or assume any connexion be- 
tween work and pay) 

The quantities of these ultimate factors are known We 
will assume provisionally that they are fixed Then for each 
tactor the S E C will fix a pnee which according to the 
demand achedule will just ensure its full employment Let 
the coats of production be calculated on tlie basis of tliese 
figures rhen the productive organizations will slow down 
or stop the production of those goods whoso demand price 
18 below the cost price and will expand the production of 
those goods whose demand pnee is above cost Moreover 
the various productive agencies will find it possible on the 
basis of possible alternatives m methods of production to sub 
stitute one factor for another thus modifjing their demand 
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for such fjictora Ultimately by a process of successive 
approximation a true economic price for each factor will be 
established which can then be used for costing purposes 
wherever the factor is used In this way the costs are imputed 
from the demand for the marginal product and then deputed 
back to all other products Also at the same time and by the 
same proce&s factors of production vnll be so allocated to 
different uses as to bnng m equal returns at the margin of 
employment. 

So far we have not considered the supply of factors of 
production or rather we have assumed its fixity In the 
case of natural resources the aupply is fixed or at least mde 
pendent of market changes (The available quantities of 
land or minemls may be altered by scientific discovery or 
exploration but are not dsrectiy responsive to changing in 
tenaiUes of demand ) The aupply schedules of different kinds 
of labour depend on the pobey of the corammuty with regard 
to diatnbution 

Three poliues with regard to diatnbution are possible 

(i) The payments made to the individual labourer may be 
based on some pnnaple entirely independent of the eco 
nomic value of the labourer a services In this case the supply 
of each kind of labour is independent of the demand for its 
products it IB just the number of people that choose or are 
ordered to engage m that kmd of work The price of labour 
IS m this case simply an accounting pnee that has no necea 
aary relation to the actual income of the labourer but it is 
the price which is relevant to the calculation of labour cost. 
Each worker would be rated at a certam pnee and this pnee 
would be used m calculatmg coats of alternative processes, 
m considering a transfer of the worker from one job to 
another &c, but it would not be his wages m the sense 
that he would receive it as his personal mcome 

(ii) As an intermediate case the payments made for labour 
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may depend on its value without coinciding with its value 
There will tlien be a distinction between the money paid to 
the worker and the accounting price of labour but there will 
bo some relation between tlie value of labour and the number 
of workers offering theraaelvea (Sec Chapter IV sections 
2 (5) and 3 (i) ) 

(ill) The community may decide to distribute part of its 
income as wages for work done In this case each worker 
may be paid as wages the economic value of his services as 
determined above and the number of workers seeking work 
in each kind of occupation will then be a function of the 
price offered In this case, supply schedules can be drawn 
up for each kind of labour Mrs Wootton has pointed out 
{Lmimt for Economet pp 229-32) tliat the problem of 
coating will be very much easier if the worker la paid m 
wages the economic value of his services than if the labour 
market is an imaginary one as well as the capital market 
In particular the task of weighing against each other the 
different methods of production involving different combina 
tiona of labour and capital will be greatly facditated More 
over auch a procedure will be simple Only one act of ac 
counting prices wall be necessary instead of two wages and 
value of labour will coincide 

Whichever pohey with regard to diBtnbuUon be adopted 
there will emerge a pnee for each ot the ultimate produc 
tion goods These are land and natural products and the 
different kinds of concrete labour Two more thmgs arc 
necessary to a complete costing system These are on allow 
ance for tune spent m production (interest or discount) and 
an allowance for uncertainty m the form of a surcharge above 
the normal rate of interest or depreciation The principles to 
be followed in the determmation of a rate of interest and 
of uncertainty surcharges have already been discuased (sec 
tion 3 sub sectiona (2) and (3) of this chapter) 
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Prices of fictors of production having been determined a 
rate of mttreat and uncertainty aurchargea having been fixed 
the S E C would have all the necessary data for establishing 
a general ayatem of coating and control throughout the pro- 
ductive nuLchine It -would be possible to balance the relative 
advantages of competing methods of production and to com 
pare the wortliwluleness of spendmg reaouroes on alternative 
hnc8 of production The principle of substitution would 
have full application 

In this way however arbitrary the prices at first assumed 
a set of pnees can ultimately bo established in consonance 
with the pnnciples of scaruty and substitution If factors of 
production are priced too high some of them will be unem 
ployed It too low the demand for their use will exceed 
their supply Thus by adjusting prices of ultimate factors 
until all are just fully used the first stage of cquiJibnum will 
be achieved Then those factors whose pnee has fallen will 
be substituted for those whose price has naen Thus a 
further senes of adjustments will take place This is the 
second stage Then by applying the principle of cost to 
finished and intermediate goods it will be seen that some 
arc priced above cost and others below cost. As the pncea of 
the ones are reduced and those of the others raised factors 
of production will be absorbed into the making of the former 
goods and extruded from the mabng of the latter This will 
entail a further senes of adjustments making the third stage 
This completes the process, if the supply of ultimate factors 
ot produc-tion is taken as fixed Where the supply of the 
ultimate factors is variable this can be taken mto account in 
a fourtli stage, and further substitutions effected (These 
stages are logical not temporal In practice all four types of 
adjustment would be earned on aimultaneoiisly ) Thus ulti 
mately an equilibnum will be arrived at m which hill force 
will be allowed to consumers preferences (as reflected m the 
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prices of finished goods) techmcnl conditions of production 
and producers preferences (as reflected in the supply of 
labour at diffei-ent rates of pay) It would be possible to 
establish such a system even starting from a condition of 
economic chaos (such as might result from a war or from a 
violent revolution) m which all rational accounting had been 
abandoned Moreover if there is any such thmg as a position 
of economic equilibnum inherent in the original situation, 
tlie adjustments after the first will be in a senes of descend 
mg magnitude The first will be the most disturbing and 
difficult, and afterwards the process will become progres 
aively easier and converge to 0 definite end position There 
after amall adjuatmetits will be sufficient to keep the system 
m equilibrium except in the case of major techmcsl mnova 
tiona or of big changes in consumers taate (See Chapter 
IX aection 4 (1) and (4) ) 

In view of the pc»8ibiiity of goina and losses due to unfore 
seen changes in demand it would be best to price goods at 
a small margm above cost and to apply the surplus to an 
equalization fund for each undertaking AU surpluses o\er a 
certain percentage of annual turnover should revert m some 
way to the community as a whole Perhaps it would be uon 
venient to divide it up port going to the organization nert 
above m the hierarchy (thus ultimately mto the Social Fund) 
part bemg used by the undertaking for small additions to 
plant that would not need borrowing from the general capital 
fund part perhaps being diwdcd among employees in the 
form of a bonus and part perhaps bemg divided among con 
Burners as m the consumerB co-operative movement (See 
Chapter IV section 5 ) 

It can be shown that it is mathematically possible to deter 
mine from data tliat are practically obtamable the quanti 
ties and pnccs of a number of consumption goods and of the 
factors of production that combme to make them It seeuns 
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therefore that the whole process of pnee determination 
could be resolved into a set of simultaneous equations 
or since only small deviations from an already estab 
liahed equilibrium need be considered into a problem in the 
calculus of variations Given, at each end of the chain of 
production a free market for finished goods and for produc 
tive services the pnees and quantities that would exist if the 
intermediate goods were sold in a market could, thcoreti 
cally be determined * 

The suggestion has therefore been made by the present 
writer* that once the ccononruc system of socialism has been 
set going it would be unnecessary to create m tins way 
withm the framework of the eociabst community a sort of 
working model of capitalist production but that it would 
be possible to deal with the problems mathematically on 
the basis of the full stabetical information that would be at 
the disposal of the C It is however unlikely that the 
method of trial and error would be replaced entirely by 
centralized price determmation based on the solution of 
thousands of simultaneous equations The reason is not so 
much the difficulty and delay of solving the equations at a 
cost of much lc«8 than what is wasted under capitalism m 
salesmanship advcrtiamg secret commissions and other 
‘frictions , the SEC could set up a machine capable of 
solving two or three thousand simultaneous equations The 
reason is that the data themselves which would have to be 
fed mto the equation machme, are continually changing 
The conditions of demand and supply and the technical con 
ditions of production are not static. They cannot be ex 

‘ Cf Mar«h*Jl PrttKipUi of Eatnomia Mtthematkad Appeodne Note 
XXI G Outel Theory (f Soetal Economy cfa tv § i6 E Barone The 
Minktry of Production in the Colloadvist State ^obliehed In CoUccU 
out Eeottomu Plasodng ed by F A von Hayek) 

H D DjcHraon Price Fonmdon m a Sociallat Community’ 
Etonotmt yoiijnal^]\mo 19J3 
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pressed m terms of fixed cocffiueats tliat can be determined 
^ncc and for all they can only be desenbed by dynamic 
parameters subject to perpetual alteration To determine 
these parameters requirea continuous observation, of the 
primary data ot Uic market The economic organs 0/ the 
communit} will be engaged all the time m gatlicnng tlicse 
data and m reporting them to the statistical organa of tJie 
SEC Since this is 60 it would be easier to give them at the 
same time tJie task of making the necessary adjustment of 
prices and quantities The statistical determination of de 
maud Bchedulea t^ouId then tike its proper place as an aid 
to and not as a subeDtutc for the pedestrian method of tnal 
and error Even ao the statistical service of a Rocialist com 
munity might very well undertake the task of establishing 
the numerical values of the constants m the Walrasian equa 
dons ot equilibrium 

(2) Average coat or mar^al cost? One pomt that 
must be considered is whether m those cases where coat 
vanes with output average cost or marginal cost should be 
the basis of price determination ' Where goods are pro- 
duced under conditions of mcreasmg costs average cost is 
too low and marginal cost seems to be indicated * Where 
dimmishing cost is the rule marginal cost gives a pnee that 
docs not enable all the costs of production to be covered 
Professor Pigou suggests that the social interest would be 
best served by pncing all commodities according to their 
marginal cost subsidizing the production of dinunishmg 
cost goods out of taxes on mcrcasing cost goods 
Variation of cost with output is of two kinds long penod 
and short period variation The long pcuod is detmed as the 

For a dUcuftsion of tfai* poml m Pigou, Eco)v»mct of Weifare Part 
n ch u and Appendix III and Robinson Economes of Inpofect 
Ccmp*Uixwi cla li lu vti IX X and id. 

See section 3 ( ) of this chapter 
■4117 
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pcnod during which the organization and technical equip 

ment of industry can be adapted to the scale of output 

chosen the short pcnod as the penod during which vana 

tionfl of output take place with organization and equipment 

unchanged 

(i) In the long pcnod variation of cost with scale of out 
put 18 due to two causes (a) changes in the supply pnee of 
factors of production (A) chimgee m the efficiency of indua 
trial organization with changes m the volume of production 
Broadly speaking the price of a factor tends to rise the more 
of It la used thus changes under {a) always involve nsing coat 
w'lth increasing output while changes under (b) are of the 
type of economies of large scale production ' and thus involve 
falling cost with mcreoatng output. Hence increasing coats 
and diminishing costa arc not exactly converse phenomena 

In case (a) above the argument of section 3 (i) of this chap- 
ter apphes andjustifies the equating of pnee to marginal coat 
Since, in this case marginal cost is above average cost, there 
anaea a surplus of pnee above cost, m other words rent 
Thus, if pnee be based on marginal cost, rents are imputed 
to all factors of production whose supply is not perfectly 
elastic * 

In case (&) above, costs fall slowly as output increaBea 
Thus marginal coat is somewhat above average cost The 
policy of equating pnee to marginal coat will therefore lead 
to accounting losses (negative rents) Smcc these losses de- 
pend on permanent long pcnod orcuinstancca, they will have 
to be covered by permanent subaidica Thus the marginal 
cost pnee policy entails die payment of subsidies to all pro- 
ductive organs enjoying economics of large-acalc production 

’ "Dm difference betwcoo bternil and eitomil eoonomlct vuaiibe* in 
I plwmed economy 

If tiieie renta ire included in ooct, averige coat including rent 
become* equal to mirgmil coat excluding rent 



PRICING OF PRODUCTION GOODS— COSTING 107 

Against these subsidies can be set the rents imputed to scarce 
factors m induatnes of type (fl) but there is no reason to 
suppose that the aggregate sum of subsidies and of rents 
respectively would just balance 

(11) Id the short period variation of coat with output is due 
to the fact that equipment and orgonizatioa arc properly ad 
justed to tlie scale of production only at one point (normal 
capacity) For outputs above this pomt coat rises steeply 
and ninrginal coat is much greater than average cost For 
outputs below this pomt coat falls fairly steeply and marginal 
cost la conaiderably leaa than average cost The pnnciple of 
pnemg goods at short penod marginal cost would mean tliat 
plants operating below their normal capacity would sell their 
products at pnees well below average cost and would require 
substantial aubaidiea * while plants operating above their 
normal capaaty would sell their products at sharply en 
hanced pnc« and would make subetandal accounting profits 
In the one case low prices by stimulating demand would 
raise output towards capaaty in the other case high prices 
would choke off demand to a pomt compatible with short 
period technical capacity* 

Under pnvate enterprise, competition if allowed to operate 
freely tends to approximate price to marginal cost m the case 
of incrcasmg-cost goods and to average cost in the caae of 
diminishing cost goods — in other words to whichever species 
of cost 18 tne higher Thus only positive rents emerge 
If the S E C decided to base its costmg system on margmal 
rather than on average cost for all types of products (dimmish 
mg cost goods as well as mcreasing-cost goods) the problem 

TWi IS particxilsrty Hkoly to b« tb« com where the mmimum techm 
tally elhcietn plsnt In large, is in heavy mduilry and in moat pubUc 
utilities (o-g raihvay transport electricity generation and postal services) 
bee E F M Durbin Economic Calculus in a Planned Economy 
Eeotwmc Jovrnal December 1936 and A. P Lcmer Staau tod Dyna 
rrucs in Socialist Economics Ecommu youmal Juno 1937 
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would arise that in tlic case of goods produced under dimmish 
mg costs aggregate receipts would fall short of aggregate costa 
(m other words negative rente would arise) and all goods 
of this kind would need a eubaidy This situation might be 
met by the establishment of a Marginal Cost Equalization 
Fund into which would be paid all positive rents ansmg 
from increasing cost goods and out of which would be paid 
subsidies to mamtain the production of dimimshing cost 
goods It must not bo assumed that the two acts of payments 
incoming and outgoing would balance Under modem 
technical conditiona diroinishmg costa are far commoner 
than increasing coata Therefore the Marginal Cost Equali 
zation Fund would be permanently m debit and its net 
outgoings would have to be met out of the Social Fund (see 
CliapterlV section 5) 

(3) Dlverj^eace between social costs and Indlvidnal 
costs Sociahst costing could do what mdividuahst costing 
cannot do — eliminate or greatly reduce the divergence be 
tween marginal social net product and marginal individual 
net product' Ignorance of economic opportunities would 
be eliminated by the publicity ot a planned economic system 
Cost of movement of resources would be considerably re 
duced and many movements of resources could be made 
unnecessary by knowledge and foreaight In the calculation 
of coats allowance could be made tor the items that arc not 
mcluded in capitalist costing and that bnng about the diver 
gence between the socially moat desirable output and that 
which 18 most profitable to the uidividual finn Thua the 
inadcntal benefits or disbcncfita that an industry or under 
taking renders to others or to the general amemtiea of the 
conimumty could be taken mto account in the form of dcduc 
tions from or additions to the cost of production Examples 
of divergence between social and individual cost are made 

S« Pigou Eevnotmet of Welfare (3rd ed ) Part II ch i-i 
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quate development or wasteful use of land and durable inatru 
ments of prcxluction m the hands of lessees unemploy 
merit caused by audden changes in. mduatnai methods or 
equipment pollution ol the air by smoke or chemical 
fumes the addition to social costa in the form of hospitals 
and police due to high speed motormg or to the consump- 
tion of intoxicating liquors In these cases social costa arc 
incurred that are not fully charged to tlie consumer In other 
cases social benefits arc conferred that are not fully com 
penaated by a pecuniary return Examples are afforestation 
soil conserving methods of sgnculture the laying out of 
parks and open spaces the making of roads and othei 
transport facilities and pmcdcally all expenditure on educa 
tion and research Fuitliermore the wasting of resources 
that occurs under free competition, due to ignorance, dupU 
cation and overlapping ot effort, and lack of standardization 
could be eliminat€^ without the reduction of output and 
consequent mai distnbution of resources that is the almost 
inevitable concomitant ot capitalist monopoly 

5 Economic Calculahon under Socialism 
We must now deal cxplially with Ludwig von Misca b 
chief objection to socialism (and indeed to any form of 
planned economy) Miscs holds that economic calculation 
18 impossible under socialism smcc where there 13 no market 
there 18 no price system and where there 18 no price system 
there can be no economic calculation ‘ Llsewhere m the 
same book he expresses the same proposition in other words 
Once society abandona free pricing of producUon goods 
rational production becomes impoeaible E\ery step that leads 
away from pm^iite ownership of the means of production and 
the use of money la a step away trom rational economic activity 
Without calculation economic activity is irapoesible Since 
‘ L yon Mues Soctainni p 131 
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under Soaalism economic calculation is imposaible under Social 
iflOQ there can be no economic activity in our sense of the word 
It W)iild no longer be possible to apeak of rational production 
In the absence of errtenn of rationality production could not be 
conaaouflly economical ' 

Again referring to proposals (such as tliosc of the present 
work) to solve the problem of economic calculation under 
socinliam by the creation of an artificial market for means of 
production he states that 

it la not possible to divorce the maikct and its functions in regard 
to the formation of pncea from the working of a sociuty which is 
based on private property m the means of production and m 
winch subject to the rule* of such a Boaety the landlords capital 
lata and entrepreneurs can dispose of their property as they think 
fit For the motive force of tlic whole process which gives me to 
market pnees for the factors of production is the ceaseless search 
on the part of the capiodists and the entrepreneurs to maxlcruse 
their profits by scrvuig the consumers wishc*. It is only the 
prospect of profit which directs production into those channeb 
in which the demands of the consumer are best sotisfied at least 
coat If the prospect of profit disappears the mechanism of the 
market k»ea its mainspring for it is only this prospect which 
sets It in motion and maintains it m operation The market is 
thus the focal pomt of the capitalist order of society ft ib the 
essence of Capitaliam Only under Capitalism therefore is it 
possible it cannot be artifiaally imitated under Soaalism-'’ 

Ab will be seen from the quotations given Mises takes up 
a number of slightly varying poeitiona One moment it is 
pnemg m general that la impossible under aociahsm 
Another moment he admits the possibility of pncing con 
sumption goods but considers it unpoaaible in the absence 
of independent, privitely owned enterpnaes to extend the 
process to production goods Accordmg to this view (which 

Ibid p up Ibid pp 137-8 
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IS tlic one -which he most consistently upholds) it is ui the 
pncing of production goods (which involves among other 
thmgs the problem of costing) that difficulty lb alleged to 
occur In Austrian terminology the real problem of socialist 
cconomica is not bo much tliat of pricing ns that of iraputa 
tion At other times it la the absence of the profit motive 
that 10 the mam pomt of the charge against socialism This 
argument merges with that baaed on the impossibility of true 
entrepreneurship under socialiam which will be dealt with 
later (Chapter IX section 3) 

Misea a argument appears to mvolvc a somewhat obvious 
non ieqtntur It identifies the price system with the market, 
and the market v-ith the existence of eepomte enterprises and 
of private owncraiup of production goods This mvolves a 
confusion of the casentml nature of price with its lustoncally 
and matitutionally qualified manifestation Mises a assertions 
can be resolved into the following propositions 

(1) Rational economic acbvity requires the pricing of all 
goods production goods as well as cocsuraption goods 

(2) Pnemg requires the existence of a market 

(3) A market requires the existence of mdependent owners 
of the goods exchanged 

Acceptmg for the sake of argument, the first proposition 
we must first inquire what is involved m the notion of a 
pnee or rather what is the minimum of conditions which a 
price must fulfil m order to satisfy the conditions for rational 
economic activity On reflection it would appear that the 
conditions to be fulfilled are (a) that with a definite physical 
quantity of every specific category of goods is associated a 
numerical equivalent or coefficient, whose magnitude is a 
function of the scaraty of unit quantity of the good relative 
to the wants whose satisfaction is dependent on it , (b) that 
these coefficients may be used as a measure of the economic 
equivalence of goods of different kinds, as m the comparison 
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of qualitBtively different coUectioDB of goods the substitution 
of one means of production for another or the compute 
tion of costa (c) that the syatem of numencal coefficiente is 
coherent and self consistent Now these conditions are fill 
filled by any cocffiaenta attached to goods and adjusted (if 
necessary by tml and error) subject to the following rules 
(i) at every stage of production output is to be extended up to 
the point at which the prices of the goods produced are equal 
to the Bum of the coefficicntB of the constituent elements 
(u) those methods of production and those combinations of 
constituent elements are to be preferred which make a mini 
mum the sum of the coeffiaents of the constituent elements 
(ui) available supplies of ultimate production goods (goods 
of highest order) are to be just exhausted by the demand for 
them at the current coefficients If these rules are followed 
b> the planning authorities the coefficients will be pncca 
fulfilling the conditions enumerated above Regarded from 
this point of view the association of pnee witJi private owner 
ihip free enterpnse and the free market is an historical acci 
dent not a logical necessity 

Let U8 aesumc that the organs of a sociahstic economy 
adopt any arbitrary set of coefficients attached to specific 
categoncs of goods and operate with them according to the 
principles of pnee reckonmg under fully competitive capi 
talism 1 e computing coats eubatituting m order to rmni 
nuze cost, and extending production un^ selling price fails 
to cost Then if in any particular case the right pnee had 
been hit upon by accident, the available quantities of the good 
would be juat exhausted without leaving unused stocks or 
unsatisfied demands Otherwise, stocks of some goods would 
be exhausted before all demands at that price had been met, 
and stocks of other goods would be left unused upon the 
bands of the productive organa In the former case the price 
would have to be raised and in the latter case lowered The 
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pnc« of any factor of production would be too high juat 
right, or too low, according an the available supplies were 
incompletely utilized juat drawn into employment or insuf 
ficient for current demand Conacquential readjustments 
would then have to be made throughout the productive 
system a fresh revision of pncca would then be necessary, 
and so on Thus by a process of repeated approximation a 
set of prices would emerge which would correspond to the 
real scarcities of the different goods and permit a rational 
calculation of coats and substitution equivalents 

Even if these arbitrary coefficients adopted as a starting 
pomt of a system of collectivistic pnemg were absolutely 
arbitrary (c g numbers taken out of a table of loganthms 
and applied at random to the items in a mail order catalogue) 
It 13 churned that by a process of trial and error a consistent 
and rational set of prices would finally emerge. But they 
would probably be chosen so as to correspond in tome degree 
to the actual scarcities of the goods that they were attached 
to tliat 18 to say they would not be absolutely arbitrary but 
they would not be quite rational Eitampics of such semi 
arbitrary prices would be labour values prices taken over 
from a previous capitalist era, pnccs current in capitahat 
exchange m a neighbouring country &c. 

The system of pnccs for production goods so obtauied 
would dovetail with the market for consumption goods at the 
one end and the market for productive peraonal aemete at 
the other The prices at wh ch consumption goods were 
offered for sale would be base I on the pnccs of the goods 
entering into their production ^coata of production) and 
would thus relate mdividual demand to the scarcity of the 
resources available for satisfying it The remuneration 
offered for personal services would be the pnccs of tlieso 
services and thus the mdividual worker s preference in the 
choiL^ of occupation would bo related to the mtensity of the 

Q 



1 14 PRODUCTION GOODS 

consumers need for his services Thus the acceptance of 
the first of Misea s propoemons (that a price aystem ib neaa 
sary for rational econoinic activity) does not necessarily imply 
the acceptance of the other two (that pnemg requires a mar 
ket and that a market requires independent ownerslup) In 
fact exchange of a kind viz the establishment of ratios of 
equivalence between goods can exist mdependently of the 
market and a market of a kind can exist mdependently of 
pnvate ownership ' 

Aa to the essential nature of price Cassel who m his 
Theory of Social Lcorwmy treats pnee as the measure of 
scarcity ‘ shows a deeper msight thiin the wnters of the 
Austrian school The function of price according to him 
IS to choke off demand down to the point at which the avail 
able quantity of the good is just and only just allocated 
among demanders If pnee is too high, some of the available 
supply will be left over if pnee is too low there will not be 
enough to go round We thus have a entenon for the correct 
ness of any given pnee Once the pnee of any one good A is 
established it becomes a point of departure in the determma 
non of ail the pnees of other goods U A la used for the pro- 
duction of other goods its pnee becomes an clement m their 
cost If A 18 produced by means of other goods ita pnee 
becomes one of Uic clciiiciils dctcrumung the demand fur 
them If ^ 18 complementary to or competitive with other 
goods the same is true with the addition that eubsUtution 
becomes possible between A and its co goods and the extent 
of this substitution is detcmimcd by the pncea of the goods, 
established on the basis of acaraty 

For histoncal and institutional reasons we associate price 

3 ec aJio A P Lemtr Economic Theory and S>ocm]ut Economy 
Rtvim of Economic 'ilndus October 1934 and E E M Durbin Cco- 
nonuc CaJeuJua In 1 Planned Economy Econowie jfmrniU December 
1936 

G CajMl Theory qf Socuil EcoHony ch 111 (especially § la) 
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With individual enterprise and exchange on the market, but 
the essential character and function of price enste wherever 
a definite numencal relation la eatablishcd between unit 


quantities of different kinds of goods and where the numencal 
coefficient attached to any given good la functionally related 
to its degree of acaraty It la thus independent of any par 
ticular organization of the market Miaes has confused the 
essence of the pnemg proceaa (the application of the scarcity 
prmciple) with the particular form under which it is mam 
fested in the capitalist economy (the market and private 
ownership of production goods) 


6 Price as a Means of Equating Dissimilar Goods 

Physically airmlar goods can be added together to give a 
total Three tons of coal and six tons of coal are mne tons 
of coal Two chairs plus three chairs of the same design are 
five chaira So a figure can be given which represents the 
physical volume of production and by means of which differ 
ent productivities can be compared A mine that turns out 
5 000 000 tons of coal per annum is more productive than 
one which turns out 4 000 000 But as soon as we attempt 
to add together dissimilar things trouble atarta What is the 
sum of two tables and three chairs ? Is an output of 3 000 000 
tons of coal+i 000 000 tons of iron ore greater or less than 
one of 3,500 000 tons of coal-f-x,5oo,ooo tons of iron ore? 
Above all how can we calculate an mdex of aggregate social 
productivity or of productivity per head when the total in 
eludes such diasimilar items as chairs coal railway engines 
dish cloths and gramophone records? Thmgs not too dis 
similar can be reduced to a common denominator m terms 
of some common property coal of different quahties peat, 
and wood can be reduced to calorific power tables and chairs 
can be compared on a basis of materials or labour various 
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textile products can perhaps be brought to a common mea 
sure but the more heterogcn«oua the collection of goods 
the harder this la The two boldest efforts in this duection 
are the use of labour time or of mechanical energy aa a 
common denommator of goods of diverse sorts ’ 

Smee the end of production is use it would appear that 
the common measure of diverfic goods should be their use 
values Under capitalism pnee is an inadequate measure of 
use- value amce the expreaaion both of demand and of supply 
IB distorted by inequality m means monopoly immobility 
of resources vested mtereata &c But m a socialist com 
mumty pnee would be a fair workmg measure of social use 
value and so physically diaaumlar goods could be compared 
on the basis of their relative pncca In fact no other basis 
seems to be possible 

There la however an apparent contradiction m this 
method due to the so-calJcd paradox of value whereby as 
the physical volume of output rises the value per unit falls, 
and finally (at least in some cases) the aggregate value falls m 
such a w^y that real wealth and value move m contrary direc 
tions This contradiction can be resolved by the use of suitable 
mdex numbers of production or by measuring the volume of 
production m terms of the aggregate values of goods at a 
stable pnee level Methods of calculating index numbers 
of aggr^te volumes of production arc described by I Fiahcr 
in his Mohwi^ of ItkUx Numbtrs (Generally speaking corre 
spending to every mdex number of gcnei^ pncca there is 
an mdei number of production ) TTie general pnnciple 
underlying aU these mdex numbers is that, while the different 
goods m a heterogeneous collection are compared on the 
basis of their relatwe market pnccs, an increase in the total 
quantity of goods is accompanied by an mcreasc m the mdex 
number Thus, if the number of goods were reduced to one 

See iection a (i) and (a) of thu chapter 
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the index number would be proportional to the phyaicfll 
quantity of that one good If a collection of goods were 
mfomly increased m quantity, say by a 10 per cent increase 
in the quantity of each good, then the index would increase 
by 10 per cent If a collection of goods mcrcasea 
some goods by more and some by less, then the increase in 
the mdex number la tlie weighted mean of the different m 
creases (different index numbers differ in detail according 
to the method of weighting adopted) If a collection of goods 
change in such a way that some of the goods increase and 
some decrease m quantity, then the mdex number is the 
weighted mean of a number of poeitivo and negative quanti 
tics It will show on increase or a decrease accordmg to 
whether increases or decreases predominate m the collection 
Often different methods of weighting will give different rc^ 
suits, so that with the same data one mdex number will 
register an mcrcaac and another a decrease 
In spite of the difficulties (more theoretical than practical) 
m the way of constructing index numbers, some sort of 
index number based on relative prices is the only way of 
obtaining a measure for the magnitude of a collection of 
bctcrogcncDus goods shoes, ships, sealmg wax, cabbages, 
and chromo-hthopphs of kings 



CHAPTER IV 

DISTRIBUTION OF INCOME— ALLOCATION OF 
LABOUR 
I Introductory 

T he BOCialiBt community hae orgumzed the production 
of gooda It must now proceed to orgaai^e the diatri 
bution of the product Since the means of production arc 
owned and operated by organa of the whole community the 
entire product is at the community a disposal to allocate as 
in Its collective wisdom it thmka beat But the whole product 
of industry la not available for consumption a deduction 
must first be made for new capital accumulation (what m an 
individualist society la called savings, or more accurately, 
investment) ‘ The remainder the net consumable product 
must then be divided into two portions corresponding to 
the divisions of communal and individual consumption 
Smcc the free market baa been adopted for the latter division 
It is clear that, in order to establish equiJibnum m the price 
system os a whole the amount of purchaamg power or aggre 
gate money income distnbuted to mdmduala dunng any 
given penod must be* equal m the aggregate to the sum of the 
pnccs of goods offered for sale m the divieion of mdividual 
consumption dunng the same period (See Chapter VIII, 
section 2 ) 

In the method of distribution of mdividual mcome to its 
Citizens a socialist community would have a certain range of 
choice It might choose precisely equal distribution, or a 
system of money allowances baaed on presumed needs, or a 
system of paying the worker accotdmg to the economic value 
of his labour or a iruxture of all three methods To persons 
whose habita of thought have been formed in the environ 
I See note i p 63 
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mcnt of capitaliam the third will appear the only feasible 
method of distribution Such persons should reflect that 
even under capitalism the second method la m use although 
to a very limited extent e g m tlic form of old age pensions 
In a socialist system tlicrc is no essential connexion be 
t^veen the \alue ot labour and the pa)Tuent of a sum of money 
to a labourer For purposes of accurate costing it u necessary 
to know the value imputed to human effort from the ultimate 
consumption goods in winch it is embodied but this might 
bo used for accounting purposes only each worker being 
rated at a certam figure for purposes of time sheets and 
transfers from one job to another Under tlie system of cost 
accounting developed in the previous chapter an economic 
value will be imputed to various concrete kinds of labour 
power as well as to land and natural resources, and the 
services of produced means of production It is clear that 
the return to labour might be d^t with m the same way as 
the return to natural resources and waiting that is to say 
It ought ah go mto tlic Soaal Fund Thus all earnings would 
be pooled and divided up on some prmciple other dian that 
of imputed value, such as that of equal mcomea for all, or 
that of payTUent according to need 

The principle of distnbutmg personal income on a basis 
of making equal provision for equal need would result in a 
system of roughly equal payments to all adults, with graduated 
allowance® to children modified perhaps by additional pay 
menta to individuals whose needs are abnormal (e g expec 
tant and nursing mothers) or whose occupations require 
special facilities or nuke special demands (a manijal labourer 
needs more food than a sedentary worker a novelist or artist 
more opportumty for travel than the average person) Its 
effect will be very similar to that of the method of exact 
mathematical equality and very different from that of the 
method of paying labour according to its imputed economic 
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value The advantage of the equal payment system is that it 
satisfies mankind s deep lying sentiment of justice The 
mam disadvantage of such a eystem is that it depnvea the 
community of the very useful method of regulating the supply 
of labour to different occupations by means of changes m 
the remuneration offered If accompanied by free choice of 
job It will lead to great scarcity of labour in some occupations 
and to a redundance m others as compared with the social 
need for such labour If not accompanied by free choice of 
job it will defeat one of the chief ends of a socialistic re 
organization of society economic freedom for the ordmary 
worker It will also introduce considerable difficulties mto 
the problem of aoaal costing 

2 The Allocation op Labour detween Occupations 

Hoxv then can the supply of labour be regulated so as to 
direct the labouring power of the conimumty to various occu 
pations in accordance with social needs? Five methods may 
be suggested 

(i) Compulsory allocatloa of tasks This is the 
method of mditary organizationa and la also resorted to in 
great civil emergencies such ns floods tammes and earth 
quakes For ordinary times it Is too repugnant to the com 
mon man’s sense of freedom to be practicable Moreover 
as any one knows very well who has bad expencncc of mih 
tnry organization especially in work of a non military kind, 
It ifl mcapabie of maintaming a steady rate of efficient work, 
and It mevitably breeds ovaaion and fraud Fmally it is of 
a hit and misa type Under it there la no possibility of com 
paring different workers fitness for alternative occupations 
A charactenstic example of the sporadic application of thia 
method was seen in the USSR* some years ago when on 
the occasion of a transport cnais a decree of the Commis- 
aanat of Labour went forth that any one who had ever 
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worked on the railwsy and was now in a dilTerent employ 
ment was to be diBmia&ed from his present job and must 
report himaclf within a week to the nearest railway station 
Among the persona eo con8ciil>ed for railway service there 
would probably be many who had found congenial work in 
other industnes at which they had become efficient and 
socially useful while on the railway they might be unskilled 
labourers whereas there would be many persons not affected 
by the decree who would be fitter for railway service, and 
who would serve more willingly To this method ol regu 
lating the supply of labour apply objections similar to those 
which apply to the method of rationing for the supply of 
consumption goods Like rationing it is clumsy and incapable 
of fine adjustment destructive of freedom and tolerable 
only m cases of grave emergency 

(a) Moral fiimfllon Ft might be possible by exhortationfl 
and slogans posters of the Kmg and Country Need You 
type and other appeals to a sense of civic duty to ehcit the 
necessary supply ot labour and direct it to the desired 
quarter but enthusiasm so generated although it may suffice 
to tide the community over an emergency soon cools off 
and the efforts so evoked will quickly become as slack and 
intermittent as those provided under a system of compulsion 
In the USSR although slogans and exhortation by 
speeches and newspaper articles are still much used and 
although special tasks are still achieved by means of subbot 
niks (voluntary work on rest days) neverthcleas the mam 
emphasis is now being laid on more concrete forma ot suasion 
— badges of honour extra funds for social 'imenitiea m the 
factory and more wages for individual workers 

(3) The raising and lowering of quallflcotlons for 
entry Just as at the present time an excess of medical 
students (an excess that is to say, from the point of view of 
the medical profession s privileged standard of livmg rather 
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than that of the health needs of the community) la countered 
by raising the standard of examinations for medical degrees, 
so a stnctly equahtarian socialist community could raise the 
minimum standard of competence required from the aspi 
rants to the most eagerly sought after occupations A rush 
of enthusiastic would be aviators and dramatic critics could 
be countered by a stringent process of selection that would 
reject all below the standarf of a Kingston Smith or a 
William Archer This method has, however its limitations 
For one thing it is uneconomic it will result in an unneces- 
sarily high degree of competence being exacted m the more 
attractive occupations and a serious shortage of even mode- 
rately efficient people m the leas attractive ones For another 
thing It does not work equally well both ways, one can 
scarcely meet a dmnclination to enter a given profession by 
lowerwg standards If the discipline and unpleasantnesses 
of hospital life deter incipient nurses, it would not be very 
practicable to recruit the profession from people who had 
failed to pass the entrance requirements of the cardboard box 
making industry Nursing must be made more attractive 
Thia brings us to the fourth and fifth methods, 

(4) The offer of non pecuniary incentlvea It would 
be possible to vary what Marshall calls the net advantages 
of different occupations relatively to each other, so as to 
attract workers mto eome and deter them from entering 
others while still preserving equality of pecuniary remuncni 
tion Money earnings are not the only mcentives that can 
mduce workers to prefer one job to another The relative 
attractiveness of different jobs could be adjusted m vanous 
ways such as by varying the amounts of leisure privileges 
or the insignia of honour attached to different occupations 
Also appeals to public spint, to the desire for adventure or 
to the apint of emulation (personal or professional) m 
achievement rather than m money carnmgs (what m the 
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U S S R la called Bocualiat competition) might be a potent 
way of achieving a dcaired allocabon of labour witliout un 
duly Btrcssing rncquality m pcreonal eaminga ‘ In this con 
nexion it is worth remarking the development in the U S S R. 
of titles such as People’s artist or ‘honoured author’ and of 
orders of economic chivalry such as the Order of Lenui the 
Order of Labour &c 

(5) The offer of pecuniary Incentives The last method 
to be desenbed is the method characteristic of exchange 
economy (pietty commodity production and capitalism) It 
la to offer to the worker m return for productive eervicea 
definite quantities of general purchasing power (money) at 
rates which vary with the intensity of the demand for his 
services This means, in other words that the remuneration 
offered to the worker corresponds to the imputed economic 
value of his services It need not necessarily equal the latter 
but would nse as it rises and fall as it falls The adoption 
at any rate in part, of the system of paying each labourer 
according to the value of his labour would simplify the tasks 
of recruitment and transference of labour as well as the 
problem of labour discipline In this case free choice of 
occupation would be compatible with an allocation of labour 
m accordance with the economic needs of the community 
labour bemg attracted by higher earnings to places where it 
was m demand and bemg warned off from unwanted occu 
pationa by a shrinkage m carnmgs.'^ The advantages of such 
a system are m the first place its flexibility and m the 
second place the scope it gives to mdrvidual taste and pre 
fercnco If more of a certam kind of labour is required the 
wages offered for it can bo raised until the necessary supply 


See tbe present author • aitlcte on The EcoDoroic BocU of SociaUen 
in the Pohtual Quartrrfy Bept -Dec 1930 

For wage* under todaliam see Wlaer Natural Valut bk lil ch 
vil bk IV ch, X olao Caatel ■ Theory qf Soetal Bconamy ch viii, § 38 
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IS forthcoming No one is forced to enter the trade those 
who do are those who at the new rate of pay prefer that 
occupation to others In the case of the Russian transport 
situation just mentioned the offer of a higher rate of pay 
plus a bonus to cz railwaymen on re-engagement would 
have elicited an adequate supply of suitable labour without 
taking men from jobs m which they had acquired a higher 
degree of skill or become endued with greater responsibility 
tlian would be required from tlicm in the railway service 
(on the assumption that skill and responsibility were paid 
for m other occupations too) ' 

U nder this method wluch more than any other promotes 
freedom of occupational choice the human effort required m 
production la hired by the community under contracts of scr 
vice freely entered into by its citizens The proceeds of these 
contracts form part of the purchasing power at the diapoaal 
of citizens (i e of their income) and will be called Wages 
This method of regulating the supply of labour through 
the payment of wages and salaries racy be combmed with 
some ot the other methods Thus it would be possible also 
to alter the non pecuniary attractions of different callmgs to 
revise the entrance qualifications required for an occupation 
and to appeal to a sense of pubhc spint and civic duty In 
fact all ways could be used except that of forced labour — 
and even this would be held in reserve by a socialist society 
(as by any other society) for grave public emergenaes 

It n interating to ob»erve the developmenC of money wnget in tha 
Soviet Union After a period dunns which oqtulity of wage* wa< aimed 
at (though never fully achieved) s phase has now bean entered marked by 
deftmte and deliberate differcntiotMm of wsstt on the bams of individual 
output or effort of the aodol utility of the work and of tbo relation of 
the supply of labour to the dcmaiid for it in the occupation Even orders of 
economic chivalry are now accompanied by money penalons The moat 
recent drive towards Increased efficiency of labour the Stakhanovito 
movcHnant, la charaaenxed by very high individuaJ earnings for workers 
who achieve high output or otberwlao do good work 
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3 Wages Under Socialism 

(i) Methods of payment Aaauaung tliat the method 
of wages IB adopted the nejrt point that an&ea 13 whether 
wages should be equal to the economic value of labour 
power or should merely be vanable in tlie same direc 
tion We have seen (Chapter III, section 4 (i)) that, once 
the pnnciple of absolute equality la abandoned tlicre are very 
good reasons for paying the whole economic value of labour 
as personal wages, except i>erhap8 m a few special cases ' 
Once the pnnciple is admitted of paying to the worker as 
wages the econonuc value of hia services there seems to be 
no valid reason m principle for objecting to any particular 
system of wage payments 

Time rates piece rates bonuses on output to non process 
workers and other methods of payment by results all may 
have their part Premium bonus aystems of the kind that 
cuts the earnings per piece as the output nse® should be 
banned since they are contrary to the sound economic pnn 
ciple that the faster the worker works tlic less use per piece 
he makes of the time, space, and machinery with which he 
works and that consequently the higher is the value of his 
work per piece In any case careful time study should re 
move all cause for rate cuttmg 

Piece rates obviously must be fixed by some quick and 
simple workshop procedure Here a combination of the 
specialist on the managerial side (Taylor s ‘tunc boss’ and 
rate boss ) with the men s i-cprcscntative of the shop- 
steward type should provide the elementary mechanism but 
there must be appeal to some higher arbitral body which 
will also have the function of laying down general pnnaples 
of rate fixing Scientific methods of job analysis and motion 
study together with an absence of profit seeking on the part 

* Sm however eoction 5 of tfai* chapter 
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of the mflnagement, should make rate fizmg easier than it la 

m moat induatnea to-day 

A standard working day ehould be fixed for manual 
workers and non responaible brain workers The three 
shift (with eight-hour working day) or four-shift (with six 
hour working day) system where it can be introduced econo- 
mizea fixed plant Every worker ehould be guaranteed rcgu 
lar days of rest (not necessarily all workers on the same day) 
and annual holidays with pay Overtime should be paid at 
higher rates as an economic inducement to the productive 
organa to avoid it and if the worker le required to work on 
hia nonnal rest day such work ehould be penalized by still 
higher rates But careful plaruung of production ought to 
reduce overtime and work on rest days to a minimum In 
stead of extra pay to compensate for work involving special 
hardship or d^ger (c g ao-called dirty money in boiler 
scaling and allowances for hot or cramped places m mines) 
It would be better to offer shorter hours or extra holidays on 
hill pay Extra pay sometuaea tends to create a vested m 
tereat in overtime or in bad working conditionB 

The fixing of an actual rate of wages for any given kind 
of work or of a piece rate for a given job will have to be 
effected by methods not essentially different from those m 
use at present Some form of collective bargainmg between 
the organs of collective enterprise reprcaentative of the citi 
zens mterestB qua consumers and the trade unions repre- 
sentative of the citizens intcreatB qua workers, will have to 
be established It is difficult to say in ad\ ance which will be 
better a system resembling the Bntish type of Conciliation 
Board conapoeed entirely of representatives of the parties 
tbemsclvee except for an impartial chairman appomted by 
mutual agreement or a system reaembUng the Australian 
Arbitration Court, which is a permanent and professional 
judicial body before which the parties present their respec 
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tivc cases according to a quasi litigous procedure. There is 
also room m any system of collective bargammg for the expert 
professional administrator of the Ministry of Labour type 
The general principles that any arbitral organ will have to 
apply in problems of wage determination arc the foUowmg 
(i) a shortage of labour m any particular job affords a pnma 
facie case for raising the standard wage (2) unemployment 
in any particular job affords a pnma facie case for lowering 
the standard wage (3) the net advantages (wages hours 
holidays pubbe esteem ficc ) of any occupation should be 
as near as possible the same as those m any other occupation 
calling for the same degree of hardship skill and responsi 
bility (4) differences m hardship skill and respooaibdity 
should correspond to differenuss in net advantages Pnnci 
plea (i) and (2) correspond to short penod influences pnn 
ciplea (3) and (4) to long penod influences in the supply of 
labour Where short penod and long penod indications are 
m conflict the former should receive pnonty 
(2) Regional variationa in wages The possibility of 
variations m the basic rates of wages in different regions 
must now be considered These may enst m three cases 
(a) according to vanationa m the cost of living (6) according 
to variations m the relative supply of labour, (c) according 
to vanations m the efficiency of labour 

(a) The first case is parallel to the cbffercnces between 
wage rates in different towns sanctioned by many British 
trade unions Not only might different basic rates be sane 
tioned by a soaabst community as between one town and 
another or as between town and country but also as between 
different regions of the sociahat territory where the latter 
mcluded great varieties of cUnmte and physical features To 
give equal net advantages to workers m Naples Tromsfl 
Solingen and Stalingrad would mvolve the adjustment of 
money wages to the different Costs of vanous foodstuffs, to 
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the coat of houamg under conditions suitable to the locality 
and to the opportunitiea for sport and culture (The actual 
calculation of basic rates would entad the difhcultiea known 
to compilers of index numbers m companng expenditures 
on quahtatively different coUectiona of goods ) 

(b) Wliere ^e SEC desired to promote the economic 
development of an under populated region it might very 
well fix for It tempomnly a scale of wages that would give the 
worker net advantages above the average for his trade and 
grade m order to promote voluntary migration thither In 
the same way laboui might be persuaded by low basis rates 
to move out of relatively over populated areas 

(c) Where the aoctabst community included peoples of 
very different cultural levels and where the economic value 
of their work vaned considerably it would be impossible to 
establish the SAinc basic wage rates for all of them Although 
every effort would doubtless be made by education and in 
vestment of new capital to bring the backward elements up 
to the same level of industrial effioeocy as the rest of the 
population, It would be necessary as a temporary measure 
to sanction lower rate* of wages for them than for the more 
advanced elements If for instance the British Empire be 
came a umon of soaaliat republics it would be a long tune 
before the same real wage scale could be applied to Indian 
and to Canadian workers A low basic rate m a given region 
would of course tend to promote emigration but if the 
average level of mduatnal efficiency m tlie region were low 
few emigrants would be able to hold their own among the 
more advanced peoples amongst whom they settled That 
efficient mdividuaU should do so would be all to the good 
But It would be necessary for the SEC to make special 
plans for the raising of the efficiency of the backward people 
as a whole in order to achieve a maximum of economic wel 
fare throughout the community 
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In the two latter caeea (6) and (f) deviations from equality 
of real wages are indicative of a failure to reach equilibrium 
It should be the policy of the S E C to bring about equili 
bnum as soon as possible and so to remove the need for sucli 
inter regional incquaJitica 

Closely akin to the subject of regional vanations in ivngc 
rates is that of regional variations m the hours of labour 
Differences m tlic real standard of living due to causes (h) 
and (c) above may connote not only variations m real w ages 
but also vanationa m the workera relative urgency of demand 
for leisure and for the fruits of labour (Sec Chapter EX 
section 2 (3) ) In such cases local variations m hours of work 
should be permitted as tending to maximize real satislac 
tion Here agam smee the ultimate object of the S E C 
should be to equalize the standard of Ufc of different portions 
of the commumty as quickly aa possible, these variations 
should be smoothed out in the course of time ' 

(3) Ghaages la demand for labour It is dear that a 
socialist community if it desires to make tJie best use of tho 
resources at its disposal must pay special attention to the 
economic allocation of labour to jobs If it adopts the pnnci 
pie of free choice of occupation at o wage it must above all, 
a /Old the temptation to return more men in a particular job 
than arc really needed either by subsidunng particular trades 
and occupations at the expense of the whole community or 
by employing more men than arc needed at a uage loner 
than the normal rate The latter case is specially hablc to 
occur in the case of agnculture In practically all capitahet 
countries agncultural labour is worse paid than mdustrial 
labour Tins la due m part to tlic relatively large toll taken 
by parasites of vanous kinds — landlords moacylenders 

For a dJftcuuion of inter regioniU vanationa In nal wigo and m 
•tandarda of leisure t« Chapter VIII of L Robbine • Ecommuc Planmng 
ainJ iRleriiatiOHol OrJtr 
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middlemen — but in part also to inadequate mechanical 

equipment and the continued use of primitive labour wasting 
methods of production Judged by the teat of marginal pro- 
ductivity agriculture m all capitalist countnes la not under 
but over manned. Instead of aiming at the moat efficient 
use of human labour power and the highest output per 
worker (which would probably mean a diminution of the 
number employed) pubhc policy usually aims at making 
work tor the largest poesible number of men on the land 
(especially m countries that have a large peasant population) 
This excessive number la maintamed m agriculture at the 
coat of a low marginal productivity per worker occupied If 
there la no subsidy to agnculture in the way of tariife and 
quotas (and even if there la such a subsidy m many cases) 
tlie unecononuc auqilus of men is maintained in the mdustry 
at a low level of real wages Thus m effect, the uneconomic 
employment is subsidrted out of the earnings of the workers 
themselves In a capitalist state this is sometimes justified 
by the plea that the men are better working on the land at 
low wages than totally unemployed In a planned sotiabst 
community this excuse would haw no validity the men 
would be needed to produce other goods and services which 
would be m demand after the community s needs m the v^y 
of food and agncultural products had been satisfied 

In some cases subsidies to an mdustry may be justified — 
temporary ones m the case ot sudden large changes in dc 
mand and m technical methods, permanent ones m the case 
of a permanent discrepancy between market demand and 
real social utility — but subsidies whose effect is simply to 
keep at vork in an industry an unneccasarily large number 
of people at a low rate of productivity per head must be 
ruthlessly opposed 

The most senous problems in connexion with labour arise 
when, owmg to changes m consumers demand or to the 
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introduction of improved machinery and organization the 
demand for a given kind of labour falls off The iraincdiatc 
effect of such a happening la partly a fall in the economic 
\^{ucofiabourandsoofwagc 8 and, partly actual unemploy 
ment or short time The number of workers onginally em 
ployed could be offered work at a sufficiently reduced wage 
but tills 18 objectionable on both social and economic grounds 
On Hocml grounds because a lowering m wages (even when 
wages 18 not the workers sole source of income) causes dia 
content on economic grounds because it perpetuates an un 
economic allocation of labour to different occupations The 
true solution is an outflow of workers from the affected trade 
until the economic return of labour of the particular quality 
under coosideration is once more equal m all occupations This 
transfer will in part be effected automatically through tlie 
voluntary response of workers to the change m the rerauncra 
tion offered but to a large extent the transfer must be organ 
ized systematically The SEC must decide what other 
occupations need labour and what openings arc suitable for 
the particular quality of labour dispkced It must plan the 
transport and rehouamg of the transferred workers and 
most important it must arrange for their retrammg Every 
reduction m the demand for labour m one direction should 
be accompanied by a definite offer of work of equivalent 
skill and amenity m another direction This policy implies 
that as mveation and improved organization makes less 
labour necessary to satisfy human wants Boaety should set 
itself to discover new wants to aatisfy Of course at some 
time a pomt will be reached at winch the utility of mcreased 
leisure is greater than that of increased consumption When 
this pomt 18 reached the hours of labour should be reduced 
and the days of holiday mcreased But this should be done 
uniformly throughout all industry It is m accordance 
neither with economic equihbnum nor with social justice to 
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reduce hours in one industry simply because tlie demand tor 
labour m that particular industry lias fallen off while other 
induatriea work as long hours as before 

4 Wages and Equality 

It wall be objected to the metliod of basing individual 
income on the value of work done that it is uicompatible 
witli the pnnaple of equality To this it may be answered 
lirstly that a ngid and antlimctical cquahty is no part of the 
aociahst programme secondly that even if personal mcome 
was based solely on earnings inequality would be leas than 
m capitabat society thirdly that this method of distribution 
nught be modified by a system of taxes and allowances baaed 
on ont or other of die alternative pnnciplea 

(n) The essence of aocialisra is tl\e abolition ot class rather 
tlian the achievement of perfect equality of incomt The 
on^in rather than the oncnuit of mcome is here the decisive 
moment A society m which the means of production were 
socially appropriated and income from ownership had diaap 
peared would be a socialist society even tJiough it tolerated 
considerable personal mequality It would not involve ex 
ploitation and the mequahty that it tolerated would be 
personal mequahty and not class inequality Nevertlieleas 
tve must admit that large personal inequalities would tend to 
destroy the character of a socialiat society by laying the 
foundations of a new class atnitihcation 

In an onginnliy class leas society economic classes can 
arise out of inequalities m work incomes, given cither of 
two conditions (i) purchase of the means of production 
(ii) preference in the recruitment of personnel for lugh paid 
work given to persons already doing such work (or to persons 
ossoaated uith them m a narrow group such as blood 
relations former school fellows See) The first condition is 
excluded ex JiypotJiesi m a socialiat economy (A socialist 
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community that tolerated small scale capital less private 
enterprise as considered in Chapter VI would have to be 
specially vigilant lest capitalism re emerge from such a 
matrix ) The second condition might be fulfilled m a aoaalist 
economy Only free political institutions and vigilance on 
the part of the lower paid workers will prevent new claaa 
stratifications from emerging, m this way (We may add that 
flo long as educational opportunities ore effectively open to 
all irrespective of their means tlus danger is small lliia 
secina a sufficient answer to those cntics of tlie U S S R who 
assert that a new bourgeoisie is arising m that country ) 
It appears therefore that it is desirable to achieve a large 
measure of personal equaUty of actual income as well as of 
equality of opportunity We sliall see how a large measure 
of personal equality can be attained in practice 
(6) If obstacles to the mobility of labour were removed 
and if educatioD. and vocatioiml training were really free and 
available to all who cared to take advantage of them the 
supply of kinds of labour that are to-day scarce (skilled and 
professionjil labour) would probably increase and ita eco- 
nomic value fall so reducing the inequality m personal earn 
mgs Under such a system variations in peraonal income 
would be very different to those that actually exist in a world 
m whicli inequality of parents means, and not inherent 
scarcity of natural abilities is the chief source of dispantiea 
m wages and ealanea In a socialist community it is possible 
that the dirty and unpleasant occupations would come to be 
tlie beat paid instead of as nt present the worst that a 
cabmet minister or a bank director might elect to serve for 
a few months as a dustman or a lavatory attendant in order 
to get enough money for a holiday trip 
Nevertheless so long as the worker is remunerated ac 
cordmg to the economic value of the work done, some 
mcomes will be markedly greater than the general average 
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These incomes will be composed chiefly of rent of ability ^ 
However they will be much fewer than m capitalist eociety 
Most large earned incomes in tlie present system are depen 
dent on the existence of large unearned mcomes or on the 
competitive activities of large capitalistic concerns e g the 
earned mcomes ot society portrait painters of fashionable 
physicians and surgeons of corporation lawyers and of 
advertising experts But even m an equal opportunity so 
cictv of the kmd here outbned where personal mcome was 
for the most part roughly equal some mdividuals with a 
genius for appealing directly to large numbers of people — 
e g a popular writer, singer comedian lecturer or artist — 
would earn big mcomes Smcc these incomes would be of 
the nature of a rent — that la tlic return to a factor whose 
supply 13 independent of its remuneration — they could bear 
a heavy weight of taxation without drying up the supply of 
the services which they remunerated Such people as Edgar 
Wallace Gracie Fields or Harold Lloyd would probably 
mmntam the output of their services even if they were quite 
lieavily taxed provided they retained some portion of their 
more-than a\ erage earning power 
(£) Even though value of service is the mam prmciple 
mvolved m the distnbution of mdividual mcome the pnnci 
plea of equal division or of diatribution according to need 
may also find a place Thus the existence of a large number 
of free social services (medical cultural and recreational) 
would dimmish mequalities m real mcome due to mequaU 
ties m money earnmge In addition to providmg social ser 
vices free of charge, the community may decide to distribute 
a portion of its mcome to mdmduala m the form of freely 
disposable purchaamg power Thus a certam minimum m 
come per head (the vagabond wage ) might be a first clmrge 

For a jiacumon of Rent of Ability oec tho present author ■ Imti 
lulionaJ fUiiuut ch v 5 ag 
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upon industry Certain payments according to need such 
as children s allowances mothers allowances old age pen 
310118 pensions to the blind and cnppled would come under 
this head 1 his element m income would not belong strictly 
speaking to the division of communal consumption because 
the purchasing power would be spent individuallv but the 
coat ot It would be liorne by a general levy on the income of 
society like tlie rest of the communal division It would 
come out of the Social Fund if that was insufficient, out of 
a proportionate deduction from earnings Thus each mdi 
vidual in a socialist community might receive part of the 
national income as a h\ed mo-ney allowance — a real national 
dividend — paid to him regularly throughout his life urc 
spective ot his eftorta and deserts Varymg m amount oc 
corduig to the time of the recipients life it would be in 
succession a chdd s allowance a subsistence grant for scholars 
and students a vagabond wage for adult workers (which 
would make any special unemployment insurance payments 
superfluous) and an old ago pension It could be supple 
mented by apcciAl allowances in the event of invalidity 
bltndncea and other disabilities 

Complementary to this system of allowances would be a 
system of progressive taxation on large incomes Inequality 
could be reduced by a steeply graduated surtax levied on all 
earmngs over a certain amount (This tax would go into the 
Social Fund ) 

5 Geneeal Scheme of Di3trieution of 
Income 

It 18 clear that m a socialist society the return to natural 
resources mterest on capital and the surcharge on uncer 
tamty are mere accounting terms They would be calculated 
as described above (Chapter HI section 3 (i)-{3)) ^mt, 
instead of accrumg directly to individuals as personal income 
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they uould l>c paid into a general fund to be nt the disposal 
of the community as a whole Thw 10 wliat haa been called 
the Social liind (Chapter III aechon 3 (4)) into it \yould 
also all net surpluacs of eellmg price above coat realized 
by the productne and marketing organs tlie proceeds ot 
taxation on socially undesirable lines of consumption and 
the proceeds of taxation on abnorranlly high personal 
unnngR ^ 

7 lie bdfluct of the eocial product after deduction of the 
Social Fund is tiic product ot labour It does not however 
follow that this bahmcc is the net sum available for distri 
bution Q8 personal income It la conceivable that eitlier more 
or less than tins sum would be ao avajiable For the whole 
product of indiLstr) cannot be distnbiited as personal jn 
come There arc t\vo pnor clmrges ou the aggregate social 
income One is capital accumulation the other is the cost 
of communal consumption The obvious source for these is 
the Social Fund If tins fund is not sufficient, then a levy 
must be inadeon theproductof labour If on theothcrhatKl 
the fund is more than sufficient to supply all the needs of 
the community tor social services and capital formation then 
tiie balance may be distnbutcd among the citizens as mdi 
vidual income 

If the Social Fund happened to be exactly equal to the 
sum of tlie amounts required for capital accumulation com 
munal consumption and persorml allowances tlien each 
worker could be paid m wages (as distinct from personal 
allowances) the exact economic value of hia labour If this 
comadenco was not achieved then two cases arise cither the 
Social Fund falls short of the sum of tlic claims made upon 


If fhit princ7plo of pnee on mfrgttwl cott, inftcad of B^Trafle 

coit viicro adopted for dlniimihlnu-coat goods (Lhapter III awraon 
4 (a)) the (debit) balance of ihe Marginal Co«t Equalimnon Fund would 
be a further charge upon tbo Social Fund 
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It or It exceeds tlmt sum In the first uvsc the Social Funil 
must be augmented out of the pioduct of labour A levy 
must be made on earnings This might be either proportion- 
ate to actual wages or salary or gi'adtiatcd progreaaiveiy ^it 
w ould be m addition to the specml surtax on abnormally high 
c u lungs) In tlie second ease part of the Social Fund would 
have to be distributed either by increasing capital invest 
incnt by expandmg the social services or by making i cash 
dividend The hitter could tale the form either of a proper 
tionate bonus on wages a graduated (progressive or regres 
sivc) bonus on ages or a flat rate allowance per head (a true 
Social Dividend) ‘ 

F he general picture of distribution is then of a society m 
which the imputed product of land capital and uncertainty 
bearing and a portion of that of exceptional personal gifts 
would be paid into the Social Fund Subject possibly to a 
levy for new capital and for soeial semces the imputed pro 
duet ot labour (wages) would be paid over to the worker 
under eontracta of employment with the organs of collective 
economy fonning part of hw individual income A large 
measure ot equality m wage income could be attained 
partly by maintaining the fullest equality ot opportunity 
partly by the development of social services and partly by 
specul taxation on higii incomes 

Fhus the total economic advantages enjoyed by an mdi 
vidual w ould be composed of two parts one the use of the free 
goods and services (communal consumption) the otJier the 
goods and services purchased on the market (mdividual con 
sumption) The money mcome to purchase the latter purchase 
might also consist of two parts one would be earnings (less 
taxes and levies) for work done for the community the other 
would be a payment irrespective of work done m the form 
of allowances based on need or of a Social Dividend 
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6 Women 8 Work \nd Waqfs 

It 18 wortli noting that the syetem of distnbution of income 
here dcftcnbed (the payment of earned income or wages 
invoUmg d moderate degree of inequality supplemented by 
free socul sci-vicca and peraonal allowances payable from 
birth) 18 tlic only one which rcudera possible the achievement 
of the fcminiata ideal of wjual pay for work of equal value 
irrespecmc of sex ' The i ariability of earaings accordmg to 
the value of labour will make possible the free choice of occu 
paQon tiie free services and the payment of personal allow 
ances will equally the economic advantages of workers of 
either 8 tx who have different nunibcra of dependants In the 
absence of such services and allowances (or even m their 
presence if the inequality of earned incomes is great enough) 
tlic male ^?agc earner with dependent children will be dnven 
lo demand higher earnings than his female colleague and to 
exclude women from the better paid posta But, under the 
system described above it will be possible to open up all 
occupations to both sexes on equal terms and to permit the 
selection of workers on the basis of their personal merits 
without pcnftli 7 ing large families or unduly favouring the 
bachelor or the spmster Only so will it be poeaible for 
women to make a really free choice based on personal prefer 
cnees and abilities between the alternatives (a) mother 
hood (b) industrial or professional career (c) the combmation 
of both activities 

These matters ot the right to work equal pay for equal 
work and the payment of adequate family allowances are 
those most relevant to the scope of the present book Other 
matters — hours and conditions of labour inatermty leave 
the adminiatration of the social services — are not less im 
portant to tlie welfare of women and children but they cannot 
S« E Rathbono DtntihenUd Family 
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be disciiased in detail here Ihe cample of the USSR 
sJiows how much in this direction con be done by a Boeiflliat 
community even when it is still by occidental standards 
relativclv poor It would appear that only under socialism 
can the fermmst reabze the aapiration that women should 
become fully human beings and enjoy full citi/en rights in a 
community of human bein^ 

7 Population 

We lia\c so far considered the problem of the supply of 
labour as one of allocating a given supply among different 
occupations that la to say the problem of the supply of 
labour m particular There now remains the problem ot the 
total quantity of labour forthcoming that is to say ot the 
supply of labour m general 

Within certain Umits the effective supply of labour ns a 
whole can vary without a change in the total populatioiL 
Thus changes m die number of hour^ that people nre willing 
to work in the hobdoya tliat they demand in the ages at 
which people normally enter and retire from mdustiv in the 
relative number of women offering tbemaclvcB for gainful 
employment are some of the ways in winch the supply of 
labour as a whole can be stimulated or checked But these 
means are effective only within narrow limits to effect 
greater variations in the aggregate supply of labour the size 
of the whole population will have to be varied ^nd the 
means that will liavc to be used to influence the numliers of 
the total population arc quite different from those which m 
fluence the supply of hbour m other ways 

Some people will object that since every consumer la also a 
producer the absolute magnitude ot the population is of no im 
portance and the only tlungs that matter arc the proportion be 
tween workers and non workers and the allocation of workers 
to different occupations According to tins view there is no 
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ditftrencc except one of acilc between fl Bocialiat community 
ot A million pcrBnns and one of n hundred million peraona tlie 
latter would be just the former multipbed one hundred times 
rhi3 point of view however ignores two things One ib 
a static and the other a dynamic consideration (i) The static 
(.onsideration is the twotold relation of population («) to 
land and naturd resources (6) to produced means of pro- 
duction (d) An increase m the number of people living m 
the aamc liimtcd area of ground will entail a more intensive 
use of natural resources and a fall m their yield per unit of 
human effort expyended on them If this were not so then 
tlie entire human race could be supported on the proceeds 
of oiltivating a single acre of ground (6) On the other hand 
given a certain equipment of lixed plant an increase in the 
number of people directly or indirc'ctly making use of it will 
make It necessary to spread the costs of maintaining this 
equipment over i larger number of persons and so will 
decrease the unit cost ot maintaining a given level of output 
per head This proposition is true of all the capital equip 
ment of industry but it la especially applicable to such social 
capital as roads railways telegraphs and telephones supplies 
of water gaa and electricity nil of which may be termed the 
overhead costa of civilized existence Between tliesc two ten 
dencies — which are our old friends DiminiBhmg Returns and 
Increasing Returns — there iiuist be at some pomt or other 
a balance That is to say for a country of given size and 
natural resources for a given accumulation of instrumental 
goods and for a given level of scientific and technological 
knowledge, there must be a population of a determinate 
magnitude such that the output per head obtainable with the 
most suitable use of labour and other means of production is 
greater than tor a population of any other magnitude For 
a larger population the law of dimirushmg returns to land 
and natural resources would indicate q lessened product 
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per Jicfld for i sninllLr population Hu j^reater burden of 
j^Qglovcrhcad'VOuId dimmish piodiict per haid Thepopu 
IitKO for 'ffhidi output jier lie id 13 a maximum an) be 
termed the optimum population With changes in die 
quantity of accumuKtecI rcsoun cs and m bcicntific know 
ledge and induid'' d technitpie the mu\imuiii per capita 
product and mdi it th-- optniiuiTi population will diangc 
;\i accumulation increises niul knowledge idvanccs the 
njaxuTium prodia t \\ ill mere ist But it la not certain in M.hat 
direction optimum pojuil ition will move It iniy be 
[tat to taic full fidMint ipe ol teeJmieil imprrveincnt anil 
ti^mcrcsse ofinatcn il equipment population f.hould decline 
jlitt)c,oritimybe thnt jiopulitioii hould advance n little 
(jCQcraU) howevci \ve iniy expect the ojitimum pjpiilation 
to rue ^\ldl economic progreas 

(u)The dynannic eonsidcrutiou la the tact that the more 
npd the rate of popiil ition gi owtli the greater is the annual 
^roTUiofithat must lie in ide out of current rcsourccB for the 
anauiil increment ol new eiti/ene Means of production 
miut be crated for their useful cmplovincnt, houaca and 
sdioole must lie built ineuis of tniiaport and other public 
sernces naiat be developed vitUtn a i^imn ptnod 0/ ttmt 
Thus, a population of aueli u m/c la eonsidf^red in ita static 
rthticn to natuiiil icaoiiicea and other means of production 
Viixkkl be compatible willi quite i liigli standard of life iiuglit 
cot be 90 compatible if it were growing rnpidl) 

Aftocitty org-mi/ed economically on rational linca should 
lun &t control of the epi'iiitity of the population eo na to 
iclucvc the maximum product per head that la to aay tc 
aim at the optimum population Ihc size of the population 
depends ultimately on two tnetorn natality and mortality 


’ Wcswr>.d not by tho cru ie birth mtc and dcatli rote rai^octlvul 
but Ijy tbe cemeted birtti nitc and dotth rate {i»rrcctcij for vnrUtton 
In Ae w und Qije coiupOHitlon of the populutiur) 
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Since It may be aeaumtd tlint tlic lowest possible mortabty 
would be aimed at by a society that attempted to guarantee 
the higiicst possible standard of life to its members it follows 
that natality la the only factor that can be varied in order to 
regulate the sire of the population In otlier words control 
of population is in tlie last analysis control of the birth rate 

In the matter of piopalation a. socialist commonweslth can 
not, in principle follow 4 policy of latuer fatre If society 
guarnnteea every individual born mto its fold not only sub 
Biateucc but a substantiallv equal share in tlie social product, 
tlien society cannot be indifferent to the number and quality 
of the individuals that come to claim its bounty Thus we 
are faced with a twofold problem quantitative and quah 
tatwc 

(j) To take the quantitative problem first, there are two 
opposite dangers to which a socialist society might be liable 
One is a high birth mte leading to over population (m rela- 
tion to the optimum) the other is o low birth mte leading 
to under population and finally to extinction Since tlie 
day^ of Malthus one of the stock objections to schemes of 
communistic rcorgaiuzation of society has been that once a 
livelihood 18 guaranteed to every member of the commumty 
from birth irrespective of his or her parents abilities and 
resources the only incentive to a prudent restraint m tlie 
matter of procreation is removed and the community will 
increase m numbers by reckleaa breedmg The relation of 
workers to natural resources will become progressively less 
favourable to production so that the standard of life of the 
community however high it may ongmally have been will 
fall stcadil} until it readies the pomt of bare subsistence, 
where a nsing death rate will arrest the increase in numbers 
No improvements m the technical arts of production al- 
though they may delay the onset of the evil hour will avail 
in the long run to avert the consequences of over population 
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The means of checking an undesirably high rate ot mulu 
plication are twofold partly in awakening m the people tastes 
tor comforts and amenities which wiU compete with the 
pleasures of phiJoprogcnitiveness partly in enforcing strict 
individual responsibility of parents for the upkeep of their 
children Under the first heading it may be noted that the 
development of extra domestic pursuits and entertammenta 
nnd in particular, the participation by women on equal 
terms with men in mtcllcctual political audsportnigmteiests 
all tend to weaken the desire lor numerous olfsprmg smee 
even if the community aasumea the whole nmtenal burden 
of their support, the burden of responsibility and of being 
tied to the nursery still remains on the parents especially on 
the mother If in spite ot counter attractions the flood of 
babies still tends to submerge the community s accepted 
standard of comfort, more drastic methods must be adopted 
H G Wells writuig at a time when men did not yet think 
that tlie Malthusian devil liad been safely chained up sug 
gested that a community which accepted responsibility for 
the education and for part of the maintenance of tFery child 
bom into the world would have to impose upon the pros 
pcctivc parents definite conditions of health good conduct 
inteUigcnce, and economic efficiency The latter condition 
may be interpreted as ability to cam an income of a pre 
senbed amount above the minimum IndinduaJs who not 
fulfilling tliesc Conditions nevertheless became parents would 
be subject by law to some form of deterrent treatment and 
forced to contribute out of their mcorae as much as they 
could of the cost of maintaining their offspring ’ 

The bulk of the world s population still lives under con 
ditions tliat conform to Malthus s thesis Before these 
peoples can be mujrporatcd into a aociahat B4x:ietv their way 
of life must be changed In some cases education and the 

H G WoUa, Anlictpalioni 4 Modem UUjpta p 183 
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opportunity of a higher standard of life would effect this In 
other cases however, powerful social forces, e8p>ecially rcli 
gion are opposed to a rational control of population The 
religious bdieta of Hindus and Chinese and perhaps to a less 
extent, of Rorruin Catliolics and Jews are incompatible with 
the existence of a eoemUat society such as is here desenbed 
But recent social trends suggest that the danger besetting 
a flociiiliat community would be not over population but 
under population Modem commimitiea of the occidental 
type are all rapidly approaching or have already reached a 
level of fertility which is inaufBcient even with the lowest 
possible death rate to prevent die population from actually 
declining The net reproduction rate defined as the number 
of feiTifilc children bom to a thousand females in the course 
ot their child bearing lives is falling or has fallen below 
I 000 ‘ This IS a fact as to its explanation opmions differ 
It may be die insecurity and pessimism engendered by capi 
tnlism in its decline — the unwillmgness of people to bring 
children into a world direatencd by unemployment, fascism 
and war It may be the competitive struggle for wealth and 
social position and the continuous emulation by every social 
group ot the standards of living of the group juat above it in 
the income acale m which the possession of children is a 
handicap Or it may be that the rise in the material atandard 
of living has led to the development of ways of life m which 
children have no place of ■mteieato, oce\ipiahon&, and anwiae 
ments that are mcompatiblc with the care and attention that 
young children continually need — m particular the entry of 
women mto spheres previously monopiolized by men or the 
determination of marned women not to lose the social con 
tacts of the unmarried and the cxtenaion to the middle and 
working classes of leisure and leisure time interests without 

Sec R R KucavnikJ Tha Balatiea of Birthi and Deaths and Loid 
Charie* T/j$ Tmli^kt qf Parenthood 
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the menifll service thit enabled tlie anstOLracy to combine 
these wtli child rearing, In tlie firbt two cjihcs \vc may 8 .ay 
that Uic decline in tlic population is due to cnpitnlisni — in 
fact It may be that tlie moat fundamental objection to capi 
talism 18 not ccononuc but biological that it la a ayatem under 
i\hich society can no longer reproduce itaell ’ But if the last 
explanation is the true one it augurs ill for a socialist com 
niiinity amcc no sooner would it have achieved the pros 
]>crity freedom and equality (aocial and sexual) tliat social 
ista desire than it would tend to die out Between these rival 
views It 18 difficult to decide The rapid population growth 
of the Soviet Union imght suggest that capitalism is the 
culpnt and that the security ond opbnusm of a socialist 
society would atimubte healthy biological growth But it 
must be remembered that the Soviet Union is atiU a country 
with a low standard of living (although rapidly rising) and 
that peasant ways of life atiJl survne m the majority of 
families And even m the Soviet Union the birth rate is 
beginning to decline 

In any case what measures could a socialist community 
take to revive a flagging birth rate? The most obvious 
measure is to create inahtutiona which wll make leisure and 
amusement freedom and equality for women compatible 
wth child rearing The provision of creches and nursery 
schools reduction of domestic drudgery by machinery and 
by communal effort the organiisabon of means whereby 
young children could be looked after w hile tlieir parents 
w ent together to the theatre or to the evening class — all these 
would liclp Above all suitable housing must be made avail 
able tor families with children — houses at ground level with 


Thi 19 true od1> of capituliini in iti lain penod of degenerarion end 
dediii In its middle period ol rapid tcchnoIogKail exponjHDn (exomph 
fictl in Great Dritain beri^een 1750 and 1870) it tvas rcsponiiblc for a 
hlstorlcaU-. unpriced ntod growth of population 
4517 q 
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no dangerous balconies and etairB with plenty of floor space 
and separate sleeping rooms with playrooms and play 
grounds situated in the country with access to fields and 
^\ood8 If in spite of thcac meaflures people still refuse to 
reproduce more positive measures must be taken Economic 
advantages (aa by money allowances subsidized housmg 
subsidized hohday facilities aiipplies of certain goods free 
or at reduced prices) must be given to parents m proportion 
to the number of their children and the unmamed and the 
childless must be economically penalized (as by extra taxa 
tion discnmmating rents or exclusion from the most dcai 
rable housmg sites and holiday resorts) (The one type of 
ecuitomic diacnuiirmtion titat should not be used is die giving 
of preference m employment to parents this should be 
avoided as interfering with the choice of the most suitable 
personnel and thus tendmg to lower the efficiency of pro- 
duction ) The general piuiciple involved might be desenbed 
as that of greater ehgibihty — to make the social and economic 
position of the parent more ehgible than that of the non 
parent and to make the position of the j>arent of several chil 
dren more eligible than that of the parent of few children 
It should be remarked that m a community enjoying a high 
standard of hfo the appbcation of this prmciple would 
probably involve a far greater measure of redistribution of 
income in favour of parents than any scheme of family allow 
anccs hitherto contemplated 

Above all a sociahst society must endeavour to make 
motherhood a career which an intelligent and educated 
woman might gladly choose Mothcrhtxid must be made 
compatible with the social equality of the sexes and the eco- 
nomic emancipation of women To achieve this at least two 
thmgs ore necessary One is that the social and economic 
status of the woman who chooses motherhood must bo at 
least aa good aa that of the woman who chooses paid work 
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outside the home The other is that the etonoimc position 
of the home keepm^ mother should be secured to her indc 
pcndcntly of her husband s economic success or failure and 
that she should cease to be personally dependent on him tor 
her and her children a livelihood Both of these things will 
be far easier to realize in a society which does not tolerate 
great inequalities of personal income and which has entirely 
abolished functionlcas income denved from property All 
this means that motherhood must be made a profcssioiul 
career and tliat a woman who raises cfticiently a family of 
children must be paid for her servicea by tlic community 

(b) The qualitative aspect of the population problem is 
mucli more knotty In the present stage of social biology 
our knowledge of the innate qualities of different hunuin 
stocks 18 so scanty and uncertain that there is little scope for 
any measures of discnmuiation between potential parents 
A few definite defects ore known to be hereditary and persons 
who are genetic earners of these defects should be encouraged 
to refrain from parenthood If necessary they must be eegre 
gated or sterdized If their unsuitability for parentliood is 
biological not social (e g if they are persons whose children 
arc hable to inhent some pJiysicaJ disability but if they arc 
good citizens and able to make a good home for cluldren) 
they should be allowed to adopt children if they so deaire 
But beyond such measures of negative eugeiucs there is 
little that can be done in the present state of our scientific 
knowledge Until one or two generations liave grown up m 
good physical and social surroundings with equal oppor 
tunitica of good food shelter and education for all it is 
impossible to distmguish bet\MM:n the effects of environment 
and those of heredity ’ 

I Sw L Hogben GtneUe Prinaplet tii Medic il iiid Social Sci nee 
chap! IV \T niid\iil Nalifre and Nurttire ch v ttUo J D 9 Holdone 
Htrulily and Politics ch. L 
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On the Other hand there are aorae people about whose 
biological fitness v,c can make no certain statement but who 
are socially unfit for parenthood Such are those who by 
reason of criminality mental defect, or physical mcapacity 
cannot create an environment in which children can Jive a 
healthy and happy life The children of such people would 
have to be maintained as wards of society apart from their 
parents ' but receiving the same advantages of environment 
and education aa say orphaned civildrcn of normal parents 
The question onsea should such people be permitted to 
produce as many children aa they like and leave them to be 
brought up by the community free of charge to themselves? 
Most people particularly the socially fit parents would 
probably answer No It must be noticed that the point at 
issue 18 not the multiplication of the unfit m the eugenic 
sense butsimply theresponsibiJityforthesupportof children 
It appears that if parenthood is to be subsidized the sub 
Bidy should be selective It should be restricted to those who 
in the course of their life aa citi/ena make some contnbution 
towards the cost of the social services which they and their 
offapnng enjoy The economic encouragement accorded to 
parents should be confined to those who nse above a certain 
mmmium standard of physical health mental capacity eco- 
nomic effiaency and absence of judicially proved criminality 
It might be necessary to restnet by law the right of parent 
hood to such persons aa satisfied these minimum conditions 
and to deter the illegal production of children in some way 
that would penalize the parent but not the chddren Children 
brought mto the world m contravention of these regulations 
would have to be maintained as wards of society while the 
parents would be liable to some form of forced labour aa a 

Ttiii doei not ncccworlly mc»n that their percnti ihould ncTcr aec 
them It doe* mcam that they ahould not pemiancntly reeldo in their 
parciu* honto 
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partial contribution towards tlie cost of maintaiiung their 
oftaprmg 

The question ot migration is closely linked to that of popu 
lation In principle, every citizen of a socialist common 
wealth should he guaranteed free choice of domicile just 
\s he should be guaranteed free choice of occupation This 
prmciple lias been admitted implicitly, m the section dealing 
with regional vanationa m the efficiency of labour One real 
obstacle exists, however, in the My of the full application 
ot this principle If the level of efficiency m a given region 
18 low, due to over population, and if the mhabitants of that 
region have procreative habits that tend to create and to 
intensity ever population, then freedom of migration will 
simply enable them to export their habite and their poverty 
into regions inhabited by other cultural groups Two 
methods of dealing with this problem offer themaelvea 
One IS to draw a sort of cordon samimre round tbe region m 
question and, suspending for the nonce the right of migra 
tion, to leave tlie mhabitants to pullulate in their own squalor 
until they learn seme The other la to imtmte a vigorous 
educational campaign (even at the cost of restnetmg the 
hberty ot obscurantist eccbiastics) against the social forces 
that lead to mcrease of population beyond tlie point of maxi 
mum productivity per head 



CHAPTER V 

PRICE POLICY or PUBLIC UTILITIES 

I Public Utilities in General 

A particitlar cfl&c of importance m the theory of pricing 
IS afforded by undertakings of the kind uaufllJy known 
as public utditica exemplihed by railways, electncity works, 
gas works postal aervicea telephones, &c which are charac 
tenzed by three peculiarities (<7) One is a very high proper 
tioa of fixed coats to pnmc costa (many of them can scarcely 
be said to have any prune coats at all) (b) The second is that 
maximum economy of operation is obtained only with a very 
large output (c) The third is that the products of these 
industries are services rendered directly to tlie consumer and 
incapable therefore of being traoeferred by re sale to another 
consumer 

The first peculianty means that the pnte of particular 
services is almost entirely independent of cost wid that 
consequently, a wide discreton in the matter of charges is 
possible to the operating autlionty Thus, competition m 
stead of establiahmg stable prices results in a high degree of 
instability The second peculiarity means that undertakings 
of this type tend towards monopoly The third means that 
the operator of these enterprises if he obtains monopoly 
power, can charge discnmmating prices * Thus these enter 
prises are, even under capitalism, usually subject to some 
form of public control, especially with regard to their charges 
and profits If they remam competitive, their charges are 
regulated by pubhc authority, in order to secure some kind 
of stability If they become monopolistic, their charges are 
regulated by pubhc authonty, m order to protect consumers 
' See Pigou, Sconowicj qf Wtifart pdrt U ch ivu- 
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from extortion Thua in either cnac tlicy tend towards 
public control of pnee policy (This often takes the form of 
public ownership which of course includes control of price 
policy ) The eyatcra ot prices resulting from public control 
may be and generally la discnniiimting Thus different 
pnees are charged for the same service (transjwrt of a ton of 
ciitton and of a ton of coffee over the same distance use of 
I kw hour of electricity for lighting and of i k\v hour for 
heating) and the same pnee for different services (penny 
post irrespective of distance) 

It may be added that even public control docs not prevent 
competition in the indirect form of competition between 
alternative services (railway and road transport gas and 
elcctncity) If there are discnnunating charges in one or 
both of the competing services compebtion is particularly 
anarchic aud unstable 

The problem before a socialist administration is then on 
what basis it is to fix its charges This involves the further 
questions whether pnee discrimination is to be retained or 
not and how competition between alternative services is to 
be dealt with 

1 he alternative price policice are (i) charges based on cost 
of service (2) charges based on v'aluc ol service In case (i) 
the charge will be uniform for services of a similar kind in 
case (*.) It will tend to be discnmiuotmg 

The cost of semee principle raises the furtiici issue of 
average versus marginal cost already discussed in Chapter III 
section 4 (*.) It also raises the problem of averaging in a 
different form No two ton miles of transport arc provided 
no two kw hours of clectnaty generated under precisely 
similar conditions hence their cost of production is never 
exactly the same But 111 practice it is impossible to make a 
separate charge for each individual unit of output services 
must be classificxd into cntcgonca and a uniform charge made 
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for each category Therefore a rate ayHtem biiaed ou coat 
v/hether average or marginal will have to average coat over 
a wliolc category of aprvicea evolved under aimilar but not 
identical coaditiona We shall call these mean costs to 
diatinguiah them from average as opposed to marginal costs 

Proftsaor Pigou' concludes that the output propei to 
simple competition (which lie assumes to involve prices based 
on average cost) is likely to be nearer the ideal output (from 
the social pomt of view) than tliat proper to discnmmating 
monopoly He admits however ofaome possible exceptions 
which he considers unlikely to occur in reality, where dis 
crimination would produce soine output and simple competi 
tion none at all Mrs, Robinson* desires to extend the scope 
of Pinfeasor Pigou s exceptional cat^onea She also suggests 
that if the monopolise is hmitcd to e fixed rate of return on 
lu 8 capital discnnunation may enable the weaker consumer 
to be subsidized out of the surplus exacted from the stronger 
consumer so increasing output above that proper to single 
competition 

Tins argument is plausible and d a sociabst community 
desired to develop pubbe utilitiea by means of discnminatmg 
charges this is tlie pniiciple on which it should do eo But, 
m the enters opinion the argument is fallaciouB and the 
practice based on it should be rejected Although at first 
sight this mcreased output seems to be a gam that no one 
loses yet an uneconomic diversion of resources may occur 
If the service is developed in this way a need for increased 
capital equipment will come about earlier than it otlienvise 
sould Thus resource* will be diverted from industries 
m which It 18 impossible to make diaciiniinatmg cliarge* 

Another way m which the imposition of diflcnmmatmg 
chargee might be justified la the following Assume the 

Eccnomuj W$lfare port li ch -tviJ 

Ecwiotfim of Impcrjtcl ch xvi 
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undertaking to be yielding the maximum service under a 
system ot pncea baaed on avenge cost (output proper to 
simple cuinpctition) Suppose then tJiat some meicasc uf 
output can be effected by cliarging acme consumei-s a price 
less tlian avenge coat and that the net additional return at 
this pnee just covers the net additional cost of the extra 
service Then it may be argued the favoured consumers 
cbtain an advantage that causes nobody any loss ITiere is 
no subsidy since non iavoiired consumers pay no more than 
they would have doi e had the discnmmation not been made 
The additional service is provided not at any one s expense 
but out of the more intensive utilization of plant It is tlius 
a net social gam This argument however rcallyjustihcs not 
discnmimtion hut a system nf non discnmmatmg clinrgea 
based on marginal cost 

It should be remembered that a sound system of social 
costing should render possible a threefold equilibrium (i) 
within the enterpnse a balance of receipts and costs m each 
hue of production where separate costs arc ascertainable, 
(2) between different ways of rendering similar services (say 
gHB and electricity rail and road transport) a balance between 
the economic use of each kind of aervice (3) in the econonuu 
system as a whole a balance between the relative worth 
whilcness of different ways of utili/iiig the uimmuoity a 
resources In the case of transport, for example this last 
point means that a balance must be struck between the 
advantages of increased transport fncihtiea and a more wide 
spread distnbution of factories Neither transport nor the 
generation of clectnc power are ends in themselves and it 
may well be that a pohey that increases the use of transport 
facihties or the consumption of electneal energy is simply 
multiplying unnecessary journeys and hindering the moat 
economic location of producing plants A system of transport, 
electricity, gas and water charges based on mean cost ot 
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service would afford a reliable indication to the planners of 
socialist industry of the moet economic size and location for 
the manufacturing unit m different mdustnea 

Wherever competition ib poasible between alternative 
services as m the ca&ca of gas and electncity rad transport 
and road transport where each alternative has a definite 
range of undoubted supenonty but where there is a wide 
overlap of competitivd uses equilibrium can only be mam 
tamed b) a rigorous method of cost accountmg Each service 
should be charged with its own proper coats all its own 
proper costa and notlimg but its own proper costa The con 
ccaled ta:?c3 and subsidies that so often emst under capitahsm 
must be abobalied Then the choice between the alteraativcs 
can be made on their ments 

It would tliua appear tliat the proper basia of charging for 
a public utility m a eoaalistic economy is cost and where as 
generally happens vnth public utilities the cost of a particular 
unit of service cannot be separately ascertamed tlic proper 
basis is the mean cost of a category of services that art similar 
from the pomt of view of supply That is to say in power 
production one kw hour of energy is Bimilar to any other 
kw hour of energy if generated at the same time and by the 
same plant differentiation of charge on the basis of use (c g 
for lighting or for heating for private houses or for shops) is 
not justifiable but differentiation on the baaia of load factor 
is In transport one ton mile is the same as another ton mile 
carried over the same hne or road in the same type of vehicle 
differentiation of charge is not justifiable on the basis of 
the kmd of good earned (between iron ore and copper ore, 
between wheat and oats between btehen tables and grand 
pianos) but differentiation is justifiable on the basis of ease 
ofloadmg orbctweenfuUwagon loadsandhalf filled wagons 
or between ton miles earned on a line of dense traffic and on 
one of sparse traffic 
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Thiia we conclude that in the case of electrical energy the 
two-part tariff 10 to be recommended This consists of an 
anni^ (quarterly or monthly) charge based on imMmuin 
demand plus a charge per umt of energy consumed the two 
rates of charges being adjusted m such a relation to each 
other that as fai as possible the sum of the receipts under 
the first head wiU cover the capital costs of the power instal la 
tion and that under the second head will cover the operating 
costa Differential charges are also to be recommended if 
they are likely to lead to on improvement m the load factor 
le to a more uniform distribution of demand throughout 
time on this account some charges that apparently discnmi 
nate between different uses of current may be justified— c g 
domestic users of current may be charged leas for cooking 
and heating than for light because their demand for the 
former comes at a time when their demand for the latter is 
low and 80 evens out the total demand Asbets/ecnlocaUtica, 
charges will tend to vary accordmg to the size and efficiency 
of the local generating plant but with the full development 
of a national electric gnd it should be possible to establish 
a uniform rate (at least a uniform unit-charge) throughout 
the entire country 

The subject of transport rates will be dealt witli m more 
detail later but one or two pomts emerge directly from the 
precedmg discussion One is that the rate system that should 
be adopted is much more like the present syatera of road 
rates systematized and uniformizcd than like the present 
system of railway rates There is no economic justification 
for the present comphcation of class rates and exceptional 
rates on the railway The prmciple of charging what the 
traffic will bear or even of not charging what the traffic will 
not bear is fundamentally wrong If the traffic \vill not bear 
the charge it should not exist. If it must exist it must bear 
the charge Uniform ton mile rates over a given route should 
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be establiahed except where diflerencca in rates are justified 
by differences in coat 

Uniform rates over different routes and in different parts of 
the transport system are a different matter on the cost pnn 
ciple every port of a tnuiaport system should be a separate 
accounting unit and should have its cliarges based on its own 
costa Umforrmty over an extended system where traffic 
conditions vary greatly in different ports means that one part 
of the system subsidizes another part This would be a 
serious consideration m an area like the U S b R die North 
Aanerican continent or the \uatraluin contment m an area 
like Bntam where traffic conditions arc relatively uniform 
this \\o\ild matter leas. Witlun the ftrea of a single West Euro 
pean country a unitorm system of nule^ige rates might be 
established ignoring the differences between one line and 
unotlier for the sake of simpliaty 

Vpart from local \armuona m rates the cases where differ 
cntiation is justifiable are as follows (a) between different 
technical fonns of transport, as between rail road and canal 
cadi of which has its own schedule of costs (d) between 
gxxxls involving different degrees of core or auxiliary servicea 
such as covering with tarpauline or the use of special wagons 
(e g bananas 6ali nulk) (e) between full tram loads or 
wagon loads and leas than car load consignments 

Attention should also be drawn to the possibility of apply 
iiig to transport the principle of the two part tariff An 
enterprise that makes use of the eoaolized transport service 
might be charged an annual charge based on its maximum 
loadings m any one week plus a ton mile rate for each con 
Bignment The charges would be designed so as to make the 
ataadmg charges cover the capital coats of the transport 
system (road rail and water transport would have to be 
accounted for separately) and the umt rate cover the operatmg 
costs This would be a much more logical and economic 
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Bystem than the agreed cliargea recently introduced on the 
British railways which by raakmg transport charges vary only 
with the tonnage (or value) of trafRc and not at all with distance 
tend to mahe impossible any rational localization of industry 
The two-part system would be difficult to work under capital 
ism but It could be mtroduced mto a socialist economy It 
IB more appropnate for goods than for passenger transport ‘ 

A strong case can be made out on social grounds for a 
greater measure of tapermg m transport charges than v.ould 
be justified on private economic grounds Wherever large 
aggregates of population come into existence they exert a 
powerful attractive force upon industry since other things 
bemg equal it is most convenient to locate an enterprise 
near the market for its products (The growth in the impor 
tance and variety of consumption goods as compared with 
capital goods and the increase m the relative importance of 
home production over foreign trade may be expected to 
reinforce this tendency ) But the establiahnnent of new enter 
prises m a particular region mvolves a local mcrease of popula 
tion both direct (workers in the new enterprise) and mdirect 
(people satisfying their needs) These people now constitute 
a market for goods and attract new cDterpriaes mto a region 
Thus a cumulative process is set up which m a region that 
13 relatively mdependent of external sources of supply may 
lend to an overwhelming concentration of the population into 
one or a few areas where (possibly for fortuitous or transient 
reasons) a tendency to concentration had first shown itself 
Now this tendency is undesirable both for social and for 
purely economic reasons Economically, urban concentration 
involves costs m the form of traffic congestion new road 
building housmg providing local scrvicea &c, which are 

* 3co M Farrer Hoa (a AfoA# tlit BrituM Iiaihca\s Pa} for »n expo- 
•ition of a eefaeme oei the#e Ime» for both p*Mengor and goodi trtniport 
prop> 04 od for immediato adoption under capltaliim 
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not ordinanly taken into account in fixing transport chargea 
nor in the onginal calailatione of cost that led to the setting 
up of the enterprise (a case of divergence between net private 
and net social marginal product) Bociahy costa that are hard 
to estimate m definite figures but are none the leas real arc 
uicurred in the form of loss of amenity 

One remedy for tins state of affairs is of course control 
exercised over the establishment of new enterprises in urban 
izcd areas But a stnet all or nothing rule is uneconomic 
Somg enterprises alioufd be eatabbahed m a congested a^ea^ 
even though fewer than would be established on the basis of 
a purely business calculation of costs To deal with every 
proposal on its menis ^^ould soon result m hopeless incon 
aistency and confusion To avoid both the clumsy rigidity 
of an all or nothing rule and the random results of deciding 
every question on its ments, so me general method of calculat 
mg the advantages and disadvantages of industrial locabons 
must be devised that wiU automatically exercise a deconcen 
tratmg influence One method would be a system of local 
taxes on mdustnal sites that rose steeply with the density of 
induatnal entcrpnscs in the locahty Another method would 
be a system of strongly tapenng transport rates enabhng 
enterprises at a distance from their markets to compete 
successfully with those nearer to their markets if they had 
even a alight advantage on grounds other than transport costa. 
This principle might be extended m the form of a general 
subsidy given out of social revenue to transport as a whole but 
at a higher rate to longer hauls (negatively tapered subsidy) 

2 Socialist Transport 

Wc may conclude this chapter with a sketch of the work 
mg of the transport system m a aociahst community as an 
example of the prmciplcs discussed above 
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We must first distmguiah between land traii'iport air trans- 
port and sea transport, (Coastal traffic competitive wth land 
transport and sea transport over short lengths of sea as be 
tween England and Ireland or between the North and South 
Islands of New Zealand are reckoned as land transport ) 

(i) All land transport would be m the hands of a single 
operating organisation the Land Transport Corporation 
which v ould sell transport not rail transport or road transport 
or transport hy coastal vcsscL In it would be vested all rail 
ways canals road vehicles and coastal vessels It could be 
divided into separate sections for ddferent types of transport 
and into geograplucal areas and divisions but as an enterprise 
It would be a single unit We may think of it as a ui^ed 
railway cnteiprise (like the German Reichsbahn) operating 
road canal and coastal services as an integral part of its 
undertaking (aa the British railways are beginning to do) 
We will discuss first goods and then paesenger transport 
A In the case of goods transport the Land Transport 
Corporation would be m a position to offer a completely 
CO ordinated door to-door service It would be a common 
earner for pnvate individuals It would probably take over 
all transport outside the factory gates for the organs of collec 
tivc economy It would contract with the consignor (whether 
a pnvate individual or an organ of collective economy) to 
transport for a stipulated charge fixed and known m advance, 
a given load between two given places (within certam definite 
limits of time) and then please itself whether it used rail, road, 
canal or coastal vessel transport In this wa) the operating 
Corporation itself would have to settle internally all questions 
of competition between alternative forms of transport If the 
consignor wished to send freight by a special form of trans 
port (eg if he wished specially to designate road transport) 
he should be free to do so (in some cases on payment of a 
special surcharge) 
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riic rates cliarged \\ould be baaed on two principles (i) 
coat (2) simplicity Since m general the specific costa of a 
j>arUcular coosigrunent cannot be ascertamed charging ac 
tordint to coat implies charging according to mean cost 
For goods this means a uniform ton mile rate for all com 
moditica and for passengers n uniform mileage rate But, 
wherever possible special coats should be ascertained and 
allowed for Thus in the case of goods terminal costs can be 
partly separated from forwarding costs and should be sepa 
ratcly charged for Long hauls promote fuller utilization of 
rollmg stock than short ones thus justifymg a fall m the 
ton mile rate ss the distance increases (tapering rates) Again 
small consignmenta mean more handling and use of rollmg 
stock below capacity This juetihce different rates of charge 
according to the size of the consignment say a Icaa-tJian 
truckload rate, a less than tramload rate and a full tramload 
rate rumlly some commodities require special care m trans- 
port and mvolve special risks that others do not A higher 
rate per ton mile is justified in this case Thus commoditiea 
such as fruit, fish furniture milk delicate machinery or 
explosives with special requirements in the way of speed, 
covering care, or special type of vehicle, would be subject to 
higher rates while commodities such as coal iron ore wheat 
(m gram produemg countries) which can be transported m 
bulk with little m the way of speaal care and covermg would 
receive special low rates By dividing a railway mto divisions 
and kcepmg cost accounts for each, as if it were an indepen 
dent undertaking the mean coat m each division (even m each 
branch line) can be ascertamed the same pnnciplc can be 
followed with road transport and canal transport Here 
however the pnnciple of simplicity enters Although it 
would be possible to vary the basic rates of charge for every 
division and branch of railway or canal and for every road 
transport area, it would probably be inadvisable to do so 
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although it would be desirable nevertheless to keep accurate 
cost accounta 

Thus our system of charges for the carnage of goods re 
solves Itself mto one based on a uniform rate pei ton consist 
mg of A terminal clmrge and a mileage charge (tapenng) 
with three mam classes according to seze ot consignment 
together with a few special classes for particular commodities 
These special rates would be applicable all over the system 
and would like the general rotes consist of a terminal charge 
and a tapermg mileage charge The dasaification would be 
based not on tJie value of the commodity carried but on the 
cost of transport A rate system on these lines unhke the 
present one of charging what the bafiic iviU bear would 
reflect the real social costs of transport, and could thus serve 
as a reliable index to the relative advantages of different loca 
tions for industry The transport undermking would become 
an arbiter but not a dictator of economic development 

The container system could be considerably developed 
under a common adinuustration for rail road canal and 
coastal shipping transport Its working would be simplified 
by the adoption of a uniform tanff for all commoditiea sent in 
containers irrespective of the normal clRasification 

B Passenger trariaport is a simpler propoaiUoii than goods 
transport A co ordinated system ot rail and road passenger 
transport should be set up ITie same fares should apply to 
both rail and road transport and where both forms of trans 
port serve the same route all tickets should be available 
mdifferently for either form The present process of closing 
do^vn less important railway Imcs and stations concentratmg 
traffic (eepecially local traffic) on the roads might probably 
contmue but proper co-ordination should avoid the loss to 
the public of such facilities as proper waitmg room and 
lavatory accommodation at wayside stations transfer from 
mam Ime to local transport under cover and without a long 

4t 7 y 
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diatance to walk and complete time table information regard 
mg local 80 well aa mam Ime servicea 
With regard to the tariff of passenger fares the best pnn 
ciple for chai-ging i 8 a uniform rate per mile based on mean 
coats There is a leas strong case for ta]?enng rates m the 
cose of paaaenger traffic than m that of goods traffic but a 
moderate taper in the mileage charge would be justified. The 
whole of the present jumble of excursion, week-end and 
other special rates would disappear but season tickets at 
reduced rates would be contmued amcc the season ticket 
passenger gives a guaranteed steady volume of traffic and 
ensures a good load factor There seems no adequate reason 
for a division of passenger accommodation into classes, smcc 
special accommodation involves extra \\ eight hauled per 
passenger and more work in raarshallmg and assembling 
trams Already in Great Bntam only 6 2 per cent ofpassen 
ger journeys arc made in the first and second classes (only 
1 7 per cent excluding season ticket holders) The conti 
nental system (now being mtroduced into Bntain) of chargmg 
higher fares for fast trams is justifiable on the basis of coat, 
but la complicated and vexatious Both Bntish and Amencan 
expenence suggest, by companson with contmcntal practice 
that discrimination of this type not only imtatca passengers 
but delays progress by malung transport admimatrations 
tolerant of low speeds bv ordinary trams Fares should be 
fixed on a uniform basis as low as possible and all passengers 
admitted to the fastest means of conveyance 

The roads would be built and raaintamed either by the 
eame Transport Corporation or by a specinl Road Board In 
view of tlie facts (<2) that roads are used by other vehicles than 
those of the Transport Corporation and (b) tliat complex 
problems of local use and local tmance emerge the latter 
method may be preferable In any case it will be necessary 
for accurate costing in order that the Transport Corporation 
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may keep an exact balance between road and other forms of 
transport to calculate tlie cost of road construction and mam 
tcuance and to allot it to different types of vehicle on the 
basis of their number average speed and gross laden weight 
Vehicles m private ownership or owned by pubhc bodies 
other than the Transport Corpioration would be subject to 
taxation on the same level as the costs allotted to vehicles 
used by the latter body This taxation might be on any of 
three bases (i) an annual licence duty per vehicle graduated 
according to its weight and normal working speed (^) a tax 
on tuel consumption (3) a mileage tax, graduated according 
to the vehicle a weight and normal speed This last kind of 
tax would give nac to administrative diflicultica m a capituliiit 
order of society but would be applicable to all publicly 
o>vned vehicles m a socialist community ForpnvatcJy owned 
vehicles two possibilities exist One is a mileage tax based 
on an officially sealed mileage counter the other is an extra 
licence duty or an extra tax on fuel sold to private persons 
in heu of the mileage tai- 

Canals give nse to no problem that has not been treated 
m principle under the headmg of rail and road transport 
Contrary to popular prejudices on the subject canals have 
few advantages that would jusbly an extensive development 
of this form of transport Although the cost per ton mile of 
pure transport is lower by water than by either road or rail 
this is m most cases offset by other factors One of these is 
the slowness of canal transport, even on the level where 
locks or lifts are necessary this defect la even more marked 
Another is the fact that the canal network is not and cannot 
be SB ubiquitous as the rail or the road network many places 
cannot, for geographical reasons be served by canal except at 
great capital cost and m many cases the route betivcen two 
places that arc served by canal is exceedingly circuitous 
Hence canal transport will often involve transhipment, with 
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all ita attendant coats In special cases as the transport of 
coal m apcciflJ containers on the Aire and Calder Navigation 
canala have their secure place in the transport system For 
the carnage in bulk of goods where speed is not easential, 
over a fixed route or a feiv fixed routes (e g between a number 
of collicnes and a coaling port) this form ot transport will 
continue in use 

Much the same can be eaid about coastal shipping as about 
canala Here too is a limited but definite field of usefulness 
restricted mostly to the carnage of goods in mass ov er definite 
routes 

The socvalvst administration of docks and harbours should 
not occasion any special difhculiiea 

(a) Air transport, because of its much higlier range of costs, 
should for the present be organised as a separate service 
under a separate operating body the Air Transport Corpora 
tion The sphere of air tnmsport to day la mainly threefold 
(fl) provision of transport for isolated communities where 
the capital cost of road or nul conamunication would not be 
justified by the returns (c g in Northern Canada, Central 
Australia, New Guinea and the AsieUl. part of the USSR) 
{b) emergencies (c) luxury travel In oU these cases, air 
transport is not senoualy competitive with land transport 
nor will It be in the future unless its cost is very considerably 
reducetL If it does become competitive with land transport, 
It will have to be operated by the same orgamratioD as 
operates land ti'anaport 

(■3) Sea tranaport m the special sense of the word used 
here, includes cxiean transport and transport m smaller seas 
between distinct land mosses, but excludes coastal and local 
nver traffic, and such transport oe that between Great Bntam 
the Isle of Man, and Ireland and that between the North and 
South Islands of New Zealand which is simply a link between 
two closely co-ordinated syatems of land transport Border 
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lint casefl of course will anae, such as the case of cross-cluiniicl 
commiimcntion bcUseen Britain and the European continent, 
which 18 here proviaionnlly reckoned aa aea transport Difli 
cult problems also nrisc when what la undoubtedly sea tmna 
port partakes also of the character of coastal trade, such os 
tnfhc between the Atlantic and Pacific seaboards of North 
America, \in the Panima Canal, or such as traffic between 
Australia and the rest of the world, whidi iiauflUy touches at 
a number of ^uatralmn ports 

The problems of sea transport, in the siiecial sense, arc 
sufficiently dilTereiit from those of land transport to warrant 
n distinct organization Here discrumnntjon between different 
kinds of goods is leas important than the vanation m the 
general level of rates in accordance with the fluctuations of 
supply and demand in the market The administration of the 
mercantile marme of a socialist country that entered into 
trade relations with the cnpitnhst world wcruld have tu be 
prepared to face competitive rate cutting on the part of 
capitalist steam ship companies It would probably be best 
to concentrate in the hands of one adminiBtration all overseas 
tranaport, whether it was shipped in socialist or capitalist 
bottoms This administration would maintain a fairly stable 
schedule of rates, bised on mean costs, apphcablc to all 
consignors, whether private or public, within tlie socialist 
country, and then ship the fortlicommg traffic cither m its 
own vessels or in capit^t veascla chartered at current market 
prices whichever seemed best to it’ 

‘ For a clifcujsion of toctallit tranaport ttc chapter ii of Brum 
Without Capiialiitt 
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PRIVATE ENTERPRISE WITHIN THE SOCIALIST 
COMMUNITY 

I The Private Sector in General 

W E have liitl^erto assumed tlut all production is m the 
h&ndfl of economic organs ot the coinmumtv and that 
all income la either earned by working for thcae organa or 
distnbuted as a Social Dividend We must now aee whctlier 
It would be possible to relsx this coUecovistic rigidity bo far 
as to allow of pnvate persona* engagmg m production or 
rendering services to other pnvate persons or to use the 
Soviet phraseology, whether it would he possible to tolerate 
a private sector of industry side by side witli the socialized 
sectoi with which we have been solely concerned up to this 
point ^ 

Here two apparently conflicting considerstions present 
themselves On the one hand from the point of view of pro- 
duction, there are a number ot branches of pereonal service 
and petty production that do not lend themselves well to 
coUectivistic provision Also there are activities of a highly 
individualiMd nature^ such as the production of works of art 
and the pnntmg of political and rehgiQUs literature In many 
cates they might be organized on the prinaple of producers’ 
co-operation (cf the Russian artel ), but m others they 
would be beet suited by the one man busincaa or by tlic 
small firm with a few employees If what la chiefly deaued is 
economic efficiency, such busmesses should be allowed to 
extend where they can produce a better or cheeper product 
than the eocmlized sector can, and, m order to achieve cco- 

* Note the diitinctton between the Jivuiotu of communal ind indi 
vxduol cDJuumptkra and the t*etoTt of tocialaod and private production 
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nomic equilibrium they should be placed as far as possible 
on the same basis as socialized industry m the matter of costa 
fhLS would only be possible if pntca in the socialized sector 
were based on avenge coats On the other hand from the 
point of Mew of distribution it is desirable to prevent the 
pnvatc appropriation ot rcnt mtcreat, and profit Any ex; 
tensive toleration of pnvate eiitcrpnse especially wth the 
use of large scale capihil would Lend towards the enhance 
ment of economic inequality and the re -establishment of a 
cliSR society Less objccUon would attach to entcrpiiscs 
analogous to personal serMCc involvmg little capital such 
as restaurants tea shops garages and petrol fillmg stations 
the making ot pickles jam, ami cukes for sale , bespoke shoe 
making tailoring and drcaamaking &c Let us therefore 
consider the conditions on which a socmliat community could 
tolerate a pnvate sector of industry ut least m such small 
scale branches of production as are mentioned above without 
endangering the tundamcntally aociaJist baais of society 
Since all land and natural resources would belong to the 
community it would be possible to cliargc the pnvate em 
plover a full economic rent lor his premises His capital 
would be obtamed partly from the Central Bonk and partly 
from pnvate sources Tlic Bank \\ould charge on loans the 
normal rate of mtcrest in the socialized sector and the pnvate 
trader would be required to pay on the rest of his capital a tax 
equivalent to the normal rate of interest The result of this 
would be the social oppropnotion of income derived from 
land and capital leaving the owner of a pm ate business with 
only the surplua that might fairly be conaidcred to be denved 
from hi3 ow n exertions and organizing ability Furthermore, 
he would pay on this residue of his income whatever tax was 
payable on abnormally high individual earnings 

If the worker m the socialized sector was paid in the fonn 
of wages the full economic value of his labour no more and 



i68 PRIVATE ENTERPRIbE 

no less there would be no objection to private employer* 
competing with the public for the services of workers All 
trade union regulations and all laws designed for the workers 
protection would of course apply with equal force to the 
private and to tlie public sector Their enforcement would 
probably need greater vigilance in the private sector 

A difficulty would arise in the case where owing to a 
general levy on wages the worker in the socialised sector 
received leas in wages than the economic value of his labour 
To put the employee in the pnvate sector upon the same 
footing as the worker in socialized employment a tax would 
have to be levied on pnvate employment (its ultimate mci 
dcnce would be the same whether it was laid upon the 
employer or the employee) The pnvate employee would 
partiapate like every atizen m free social services and m 
social dividend (It would not be desirable to allow him to 
contract out of these m return for exemption from the pnvate- 
employment tax ) The same treatment would apply to free- 
lance professional workers arusta wnters, doctors &c not 
employed by organs of the community 
With regard to contracts of personal service that la to say 
employment by pnvate persons not for gam the only thing* 
necessary would be the employment tax designed to equalize 
the position of the pnvate and the public employee and the 
enactment of a etnet code of labour laws for the protection 
of the pnvate employee 

2 Agriculturb 

The moat important branch of the pnvate sector will prob 
ably be agnculture Although the technical arguments for 
conductmg some branches of agriculture by means of large 
pubhely owned estates worked by employed labour are 
very strong there are other branches where the small family 
umt 18 economically preferable Moreover there are sociaJ 
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and peychological conaiderationa which may result m the 
retention for some time of the small privately worked farm 
ovci a great part of the range of agricultural production 
This IS especially hkelv tobe tlie case where as m Scandinavia 
Vustnilifl New Zealand and parts of North America small 
one family farme worked with little or no hired labour have 
achieved a considerable degree of technical efficiency (thanks 
usually to the help of co-operativc or state activities) and 
account for a very Hrgc proportion of agncuUural output. 

It will be particularly difficult to fit pnvatc agnculturc into 
a planned collcctivistic economic system especially where it 
IS a question of co ordinating the national protluction of 
agiiculturnl couxraodiocs witJi a general plan of exports or 
imports Large scale directly collectivist agnculturc could 
of course expand or contmet its output and its labour force 
m accordance with the social plan just as collectivist industry 
could But a mulutude of petty commodity producers is not 
so amenable to direct regulation Moreover a complication 
is introduced by the fact that the small farmer s income con 
siBts of the proceeds of the ssle of his product He like the 
industrial worker should be ahclten-d from the major flue 
timtionfl of a market valuation of his services this protection 
should however be afforded at a minimum loss of economic 
efliaency Four ways of con trolling tlie output of the private 
sector of agriculture may be mentioned 

(i) Price control The planning authority for agnculturc 
nught regulate the supply of different products by varying 
the prices which it offered for them Each year it would 
decide how much wheat eay was required from the pnvate 
sector and then fix a pnee for wheat that m its estimation 
would elicit the desired supply If more was forthcommg 
the price could be lowered or purchases could be stopped 
The question is more complicated if it is desired at the same 
time to guarantee the farmer s livelihood In this case the 
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purchaamg board would have to make a guaranteed pnee — 
that la to say annouace q pnee that would be fixed tor a defi 
nite penod of time and undertake to buy the whole of the 
individual farmers output (subject of course to its satisfying 
a certain minimum atandard of quality) durmg that penod 
If Its calculation was wrong and say more wheat was offered 
than It expected it would have either to cut its losses and 
learn to make better estnnatea next time or store the excese 
and offer a lower pnee next year In the case of a perishable 
commodity such as atrawbemes the purchasmg board 
would have to sell at a Ions 

(a) Rent control The planning authonty might control 
the supply of commodities by adjusting the rents charged by 
the community for the use of agncultural land The rent of 
different kinds of land would be calculated so as to make it 
profitable for producere in the pnvate sector to grow just the 
desired quantity of the different products By itself this is 
probably a less flexible method than pnee control but it 
might be convenient in the case of crops ot minor economic 
importance Its pnnapal sphere of use is probably m conjunc 
tion with pnee control Pncea and rents are naturally com 
plemcntary in an exchange economy and the simultaneous 
manipulation of pncea and rents would give the planmng 
authonties greater freedom eg m adjusting home production 
to the import and export trade 

(3) Licences The planmng authonty havmg decided 
how much of a particular crop it requires during a given year 
might issue licences to produce the desired quantity and sell 
them to the producers by public auction or by public tender 
This would ensure the most productive use of land and 
would tend to concentrate production m the hands of the 
most efficient farmers It would not be so effective as some of 
the other methods in guaranteeing the producers livelihood 
It could be combmed with guaranteed pncea and rent control 
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(4) Oootas If the minimum disturbance to eatablishcd 
cxpcctationa is sought the inetliod of quotas is the most 
obvious Existmg producers could be registered and given a 
quota liaaed on their past output tlie sum of the quotas con 
stituting a standard output Changea in output required 
would be effected by eiprcaaing tlic desired output os a per 
centnge of die standard output and tlien authorizing all pro 
duccra to produce this percentage of their quota This method 
la particularly suitable where the probabibty m that planning 
policy will reduce the quantity of home production and it is 
desired to let existing producers down hghtly Tius may 
happen either because the demand is declimng (as in the case 
cf flax) or because the imported product is cheaper (as in the 
case of wheat in France) or because the product m question 
IS produced mainly for export and the foreign markets are 
becoming less remunerative (aa m the case of butter m New 
Zealand) 

This method (the simple quota) is subject to serious eco- 
nomic defects The chiet one is that it tends to stereotype 
the use of land as it was at the moment of introducing the 
quota system But as time goes on, new metliods of cultiva 
tion are discovered new land la opened up by improved 
means of transport new crops ore introduced and the rela 
tive suitability of land for different purposes becomes quite 
other than what it was originally Thus the simple quota 
perpetuates an increasingly uneconomic use of land 

This objection can be avoided by the device of mabng the 
quotas transferable They will then acquire an economic 
value Thus m the case of a butter fat quota a farmer culti 
vating land tliat is mtrmaically more suited to dairying than 
some other land and having himself no quota or a amall one 
will find It worth his while to buy quotas from men on worse 
land who have larger quotas than they want to use In this 
way the production of butter fat will be concentrated upon 
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the y more suiteble for tk purpofio, wlule b eintjtle 
y will bo driven into otlieriises Ak it will be worth while 
for the pemnally more efficient man to extend hia prodnc 
tion, at the expcnae of the leas effiaent, through the purchaae 
of quotaa Meanwhile old producers who are displaced will 
obtain some compenaation through the aale of their quotaa 
The simple quota ajitem wdl tend to breali down if the 
permitted output incrcasea above standard Itraaybephyai 
dly imposaiblc, or at least economically very costly, for 
farmen to produce more than lOO per cent of their existing 
output This situation can he dealt with, either by authors- 
mg the sale of quotas, thus tranaferring the extra production 
to the next most suitable aitea, or by combining the quota 
with the licence method, and lasumg new quotas to be sold 
at competitive prices to whoever will buy 



CHAPTIR VII 
FOREIGN TR 4 DE 

S o far wc have deatnbed pncc formation and economic 
regulation m an laokted aocialist community Sucli a 
community far from being parasitic on capitalist states out 
Bide in tlie scnac of baaing its price ayatem on theirs, would 
find It possible, at any rate m theory, to determine all necea 
sary pnccs and costs m an isolated economy Wc have now 
to consider hoi^ this commumty would be economically 
related, through imports and exports, to other communitiefi ' 

(i) Trade m Goore 

Comparative cxwta Tlie principle of comparative coats 
applies to a socialist economy as to a capitalist one If a good 
can be obtained from abroad m return for the export of 
other goods whose cost is less than the cost of producing A at 
home then a net gam of economic welfare results from 
importing the good A matead of producuig it at home Tina 
18 subject to distinctions and qualifications For example, it 
18 only true of costs reckoned m the long run and not of 
short period pnees, which may diverge conaidcrably from 
cost The SEC must discriminate beUveen supplies of 
cheap foreign giXKls that arc permanently cheap owing to low 
real costs of production and those that are only temporanly 
cheap It ought to take advantage of temporanly cheap goods 
whenever it can do so without dislocating its own plans of 
production or incurring more than countervailing costs of 

ThcM oihor communitici iro aiuunMxl to be non wdaliit It In 
miprubablo that a nutnber of independent toualUt commonwealth* 
would uoUtQ thetnsclvo* each In iti own dlidnct ocononuc lyitcro when 
Aelf interot and tociaUat pnnaplo alike would impd them to adopt an 
Integrated of ccoconuc ptanmng and costing 
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tranflference But it is not wortli ^^hlle importing goods that 
are temporarily cheap owing to a foreign seller's pnce-cutting 
policy if their introduction necessitates changes m the alloca 
Uon of capital and labour at home tliat will soon have to be 
reversed If however the foreign goods are permanently 
cheap the & E C ought to substitute them for those of native 
manufacture transfemng labour and other resources to 
alternative branches of production undl the cost of the home 
produced goods is equal to that of the imported (This may 
involve m some branchea of mdustry abandoning home 
production and relying entirely on unportation ) Even if the 
unports are permanently cheap the cost of the necessary 
adjustments in home production may be greater than the 
savings effected by importation. Now a socialist community 
can make allowance m its estimates of all the relevant costs 
(e g retraining of skilled labour) and can spread the charge 
ovei that penod of time during which equipment and labour 
would natuLuUy be renewed The problems of transference 
involved m the case of foreign trade arc precisely similar to 
those which arise in a self contamed economy owing to 
technical improvement or to changes in demand ( 3 ee pp 
86-7 and Chapter IV section 3 (3) ) 

In order to give effect to the prmciple of comparative costs 
the S E C will have to make a survey of domestic manu 
facturca with a view to their disposabihty m foreign trade 
It will then have to compute price mdexes for export goods 
and for import goods and work, out, on the bams of the 
bargains that its foreign trade organs actually make with 
external trading bodies the real rate of international inter 
change between its imports and its exporta (the barter terms 
of trade) On the basis ot these figures it can compare the 
costa of any particular branch of domestic production and 
compare its costs with those of importation An increase m 
imports will make it necessary to dispose of more eiporta 
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abroad this will in general be progressively more difficult 
and mvolve a worsening in the real rate of interchange thua 
raismg the coat coefficient of all imjxirtcd goods 
An important qualification of tlic comparative-cost pnn 
ciple 18 that It 18 static it considers only actual economic 
relations as they exist at a given time A planning authority 
ought to be able to look ahead and forecast future trends (rt) 
ui coats of export goods (A) in coats of goods that compete 
with or might compete with imports and (c) in the barter 
terms of trade It ought m its dcciaions to take into account 
these trends as well as the actual conditions of the raoraent. 
The most usually quoted example of the importance of 
future trends is the case of the industry that is not at the 
moment capable of surviving in the face of foreign compeu 
tion but could do 30 after a sufficient penod of development 
This 18 the infant industry argument m favour of fiscal 
protectiofl \ socialist community could foster infant mdus 
tnca without the fear that tliey would become infant Gargan 
tuas devounng the substance of whole proxinces in their 
greed No pnvate vested mteresta would be created by such 
a policy of development nor would protected mduatnea 
develop that penumbra of sub marginal undertakings which 
makes it almost impossible to remove protection from an 
industry under capitalism even though the more effiaent 
eatablialimenta no longer need it 
Another qualification of the comparative-cost principle is 
that there may exist political reasons for not bemg dependent 
on foreign countries for particular products or on certain 
foreign countnes for any product Again, there may exist 
social reasons for developing certam branches of domestic 
production beyond the point indicated by the pnnaple ot 
comparative coats such as the necessity of developmg 
factory industry m agricultural districts and of estabhahing 
proletarian settlements there or of developmg agnculture in 
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regions considered to be unduly urbanized In all these cases 
definite subsidies should be made out of the social income to 
the industnes concerned and the ordinary calculation of costs 
then apphcd In this vray it will be possible to see clearly the 
real social cost of such a policy of protection and moreover 
to apply quantitative methods to the case where ^hilc it is 
imdcairablc for political or social reasons to admit a large 
quantity of some imported product, it may not be desirable 
to exclude it entirely 

But these exceptions apart die policy of a socialist com 
munity with regard to foreign trade should be not free trade, 
which 18 mconaiatent with the principles of collectivism but 
mn dtscrwuiiation between foreign and domestic sources of 
supply We may note in this connexion that the orthodox 
argument m favour of free trade involves two propositions 
(i) that specialization of industnes within nations accord 
mg to their comparative costs of production will yield 
the maximum aggregate real income to every nation 
(a) that free competition is the best way of achievmg this 
specialization 

Now in controverting the free trade position the ordinary 
protectionist attacks proposition (i)-~UBually with scant 
Buccess The aocialiBt can accept (i) with a good conacience, 
but rejects (2) He may consider desiTablc the difltnbution 
of resources that would result from an ideal free trade policy 
while doubting the capacity of capitalist society to achieve it 
The only way to achieve this ideal distribution according to 
him IB deliberately to plan it There is need of a term to 
describe this policy of dchberate pl annin g of production on 
a basis of comparative costs It cannot be called free trade 
because this phrase imphes a policy of lausor fatre The 
term non discrimination’ is hero suggested It is non 
discnmmation rather than freedom that is proved to be 
economically advantageous by the orthodox argument m 
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favour of free trade A aocialist coiuniumty ouuld practise 
non discrimination while protecting the home market from 
dumping and short period fluctuations it could encourage 
infant mdustnea and smee production would not be ui the 
hands of completely independent bodies of entrepreneurs 
with mteruats opposed to flie social interest, there ^vollld l>c 
no danger of such protection and encouragement being used 
as a screen for monopolistic depredations It is true tliat 
prejudice and mental inertia on the part of groups of pro- 
ducers might {>erhflpa create a demand for restrictions not 
socially justified but within the glass walls of socialist 
cujiiomy it would be difficult to raaiDtain unreasonable Jis 
criminations for long 

A difficulty arises masmuch as the orthodox theor) of 
international trade assumes that at least on one side trading 
units are small and that goods are offered and taken m small 
lots (small compared with the mogoitude of aggregate trade 
between any two countnes or many one commodity) Where 
a socialist community was tradmg with another soci^iet com 
mimity (if such existed) or with a capitalist community that 
had adopted the now popular policy of totalitarian state 
regulation of foreign trade a situation would arise simdar to 
that called bilateral monopoly by theoretical econorniata m 
which it 18 probable that there is no determinate stable post 
tion of equilibmim but m which either party has an incentive 
to get the better of the other by the use of fraud or force 
The investigation of this problem leads us too far afield but 
one may remark that in these days of marketmg boards 
quotas and clearing agreements it is not a problem that 
faces a socialist commonwealth exclusively 

In order to saf^uard the piolicy of the S E C with regard 
to importation and exportation the community should mam 
tarn a monopoly of foreign trade Although there would not 
be any harm in mchviduals ordenng amall quantities of 

A a 
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goods from abroad for their own personal use ^ the pn^atc 
sector should be excluded from direct participation m foreign 
trade The private trader if tolerated should be obliged to 
make all hia purchases from and sales to traders m foreign 
countries thioughBocialusedexportandimportorganixationa * 

2 FoRtsQN Exchanges 

Purchasing power parity The question of foreign 
exchanges should present no difficulty If the outside world 
adhered to the gold standard, the socialist community would 
have to conduct its foreign trade transactions m terms of gold 
The SEC would have to see to it that imports were paid for 
by exports But there is no necessity for the internal currency 
to be linked to the external The conversion of one into the 
other would only be necessary for the use of travellers and 
for remittances between private mdividuaJs The central 
bank would have a monopoly of foreign exchange and could 
fix what rates it liked The greatest economic and administra 
tive convemence would however result from its fixing the 
rate of exchange at a figure corresponding nearly to the true 
purchasing power panty between the mtemal currency and 
gold This figure could be changed from time to time as the 
mtemal value of gold varied 

It may be objected to this that purchaamg power parity is 
a concept of dubious validity in theory and difficult to deter 
mme m practice In particular the purchaamg power panty 
between a soaahat and a capitalist country would be difficult 
to establish because of (a) the different pnee structures and 
(6) the different proportions in which thmgs were consumed 
m the two countnea In so far as the socialist community 

The right of vrdrvidu*!* to order booki and nem-apapert from abroad 
would be an eaaentifll guoranteo of political freedom 

* For foreign trade under •ocialum aoo O D H Colo Pmtaphs of 
Ecotunmc Plonmnf chapa, vU i, nil R. L Hall Etenomte Syti^ of a 
Soaoixst Slats ch xu 
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conducted its external trade on the lines laid down here its 
pnce-structure would approximate to tliat of the countries 
with which It traded and objection (a) would ccasc to have 
effect Objection ( 6 ) would remain true but tlic more closely 
tlie two pnee structures come to rcacrable each other the leas 
importance will nttauh to differences in weighting due to 
different schemes of consumption In any case no groat 
accuracy is needed If the control of external trade is rigid 
enough any rate of cxcliange can be maintained The more 
nearly this arbitrary rate approiiinatea to the ratio of the 
purchasing powers of the two moneys the less temptation 
there 18 to smuggling of currency black bourses and other 
forms of illicit trade Also less inconvemence ts caused to 
tourists and to persons in the socialist country who desire to 
make odd purchases (soy books) or remit raonev to fnends 
abroad A quite rough approximation to purchasing power 
panty in the rate of eicliauge will avoid these mconveniences 
If the outside world abandoned the gold standard the 
socialist community would have a choice of alternative poll 
cies (i) It could either conduct its externfil trade in terms of 
some capitalist country s stable managed currency (if such 
existed) (2) It could persuade capitalist countries to trade m 
terms of its own domestic money If this was maintained 
stable m terms of general prices (see Chapter VIII section. 3) 
It might easily commend itself to tlie use of a capitalist world 
m the throes ot dissolution (3) It could contract and liqui 
date obligations in terms of some commodity chosen as a 
measure of value This commodity might be gold (used as 
a commodity of trade and not as money) copper, steel, coal 
wheat cotton coffee butter wool orany other standordiiable 
staple product (4) It could conduct its trade on barter 
Imcs by means of cleanng house agreements This last ei 
pedient, although it is one to which capitalist nations arc 
forced in the extremity of the present cnsia, is the last that 
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ehould be adopted since it ifl lacking in elasticity It is lU 
adapted to three and more aided eicliange and it therefore 
raakea difiicult rational economic choice between different 
comraoditiefl and between different sources of supply 

Under these circumstancea the socialist community would 
fitiU liave to fix rates of exchange between its currency and 
other currenaea The pnnciple of purchasmg power parity 
would atiU hold good In the absence of gold pars special 
steps might have to be taken m order to check speculation 

3 Capital Movements 

More difccuk problems of foreign trade are mvolved m 
the case of the impoil; and export of capital We must dis 
tmguish between short penod and long period movements 
of capital 

(i) Short-term capital Some form of short term bor 
rowing and lending must exist if a sociahst community is to 
have any foreign trade at all Even if all imports are paid for 
by exports the account does not balance accurately day by 
day the temporary fluctuations between one month and 
another and those due to seasonal commodity movements 
(harvests See ) must be evened out by short term capital 
movements In the past these were provided by means of 
bills of exchange which being of short currency and called 
mto existence by the commodities which they helped to pay 
for automatically adjusted themselves to the needs of trade 
and what was stiU more important, could not pile up a large 
unbalanced volume of debt on one side of the account Now 
adays a process of increasing differentiation and specialization 
has tended to separate the movement of goods from the move 
ment of credit The bill of exchange la bemg supplanted by 
the simple bank credit and the telegraphic transfer Bills if 
still in use are to an ever mcreaaing extent finance bills not 
based directly on transactioua m goods This development 
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although It makes for greater flexibility la liable to lead 
to greater instability m foreign trade, aince traneactiona in 
goods do not automatically cancel each other out and an un 
balanced short term debt can come into existence almost un 
perceived by the fcinancial houaes which handle foreign trade 
leadmg on occasion to fnwten credits and to financial crises 
A soaahat communitv which decided to trade with its non 
sociflhst neighbours but did not wish cither to make long 
penod loans (mveatments) to them or to accept such from 
them, would nevertlielesshavc to make use of some machinery 
of short period finance It could either use that of its capi 
talist neighbours (as the USSR has used that ot London 
New York, or Dcrlm) or set up its own In the latter cose 
proper methods of inspection and control would enable it to 
know exactly where it stood in the former cose the danger 
would exist that the sooahst comraututy would find itself 
more deeply mvolved than it cared to be m the financial com 
plenties of non sociaiiet counCnes TJus could perhaps be 
guarded against by the devising of some new form of auto 
matic and self bquidatmg document against goods 
(a) Long term capital "We must now consider long 
terra capital movements, or international investment Under 
certam circumstances a definite economic advantage can be 
obtained by both the borrower and the lender from the move 
ment of capital between countnea From the pomt of view 
of the socialist community if the rate of mtereat on long 
penod loans outside the community la lower than the rate 
prevaihng within the commurnty s real mcorae can be m 
creased by borrowing from abroad until the increased supply 
of capital lowers the domestic interest rate to the world level 
Similarly if the outside rate of mtereat is higher than that 
of the sociahat community the latter can mcrease income 
per head by using its resources to finance foreign under 
takings instead of domestic once and consuming additional 



i8i rORElON TRADE 

imported goods with the procceda Note that in making these 
calculations the plannmg organ of a socmliat community 
would need to take mto consideration tlie ii^i effect on the 
national dividend of foreign borrowmg and lending Tliat la to 
say it would have to compute not only the return on capital 
at home and abroad but also the effect of the import or export 
of capital on the return to labour This auggeets that a socialist 
community acUng on purely economic calculations would 
be more ready to import capital and less ready to export 
capital than a capitalist economy under amular conditions. 
In the former case it would set an increase m economic wages 
against the extra burden of interest payments m the latter 
case It would set against the receipt of mterest payments the 
mcreased return to labour that would liavc resulted from 
keepmg the capital at home instead of exporting it 
Both borrowing and lending are theoreOcaJIy possible 
Subject to tlie qualification in the preceding paragraph both 
borrowing and lending would be economically benehcial from 
the pomt of view of immediate gam both to the socialist 
conunumty and to the outside countnea with which it entered 
mto relations on capital account But there are grave objec 
tions against both borrowing from and lending to outside 
comrnumtiea (especially if they are non aocialiat) on tlie part 
of a socialist commonwealth Borrowmg from abroad makes 
the socialist commumty dependent on foreign and possibly 
hostile coiintnea hence it should be avoided as much as 
possible on pohtical grounds Lending abroad if earned 
out on a large scale and over a long penod of time would 
turn the commumty mto a corporate exploiter of workers 
hving m other commumtics it would underrame its morale 
and create m the debtor country a sense of resentment that 
would embitter mtemational relationa and might lead to 
conflict On social and political grounds therefore, there is 
a case against it Neverthcleas both the borrowing and the 
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lending of capital resourcea are such sources of potential 
welfare tliat it sceraa difficult to renounce them altogether 
A possible policy to recommend would be to borrow or lend 
subject to two conditionfi (a) the total sum of foreign Joans not 
to exceed a certain low proportion of the aggregate national 
capital (b) nil loans to be accompanied bv sinking fund pro 
Msions which would extinguish mdebtednesa within the 
lifetime of the physical assets acquired thereby or within 
half a generation (say fifteen years) at the most Fhc first 
provision would obviate excessive dependence of the national 
economy on external conditions The second would prevent 
the development of usurer nations with accompanying 
resentment on the part of the debtors 
An exception to this eeU-dcnying ordinance may be ad 
nutted m the case of capital transactions between two sociahat 
communities (if indeed they remain independent) A situa 
tion might arise particularly if one country was techniLally 
backward and the other advanced m which one might have a 
greater need of capital than the other and m which the transfer 
of part of the second country e surplus to the first might be 
effected in terms agreed on by the planning authontics of the 
two countries on terms mutually advantageous (1 he actual 
transfer of resources would of course take the form of an 
export of goods or services — e g employment of experts- — 
for which no immediate return would be made ) Even this 
however would have m it an clement of possible exploitation 
Against this danger the best safeguard would probably be the 
rapid extinction of debt by a ainlung fund An ultimate safe 
guard 18 of course the posaibiUty of repudiation by the com 
munity that came to feel itself exploited 

T he further problem arises of what a country should do if 
It goes sociahat when it is, like Bntam or the Umted States 
a lapge creditor on international account under capitalism 
For example Britain receives annually something like £200 
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millionB of tribute from the workers of other countries u 
dividends on foreign mveatraente mtercat on foreign loana, 
and the net balance of repayment (the balance of pruunpal o? 
old loans and investments and loans repaid over new m\cat 
ments and loans made) It has been suggested that e socialist 
Bntain should nationalize this stream of wealth along with 
the rest of the mcome of the property owning classes But 
there is a difference m principle beDveen exogenous and 
endogenous mcomc from property The expropriation of 
capital mvested at home siroply restores to the workers of 
Britain what they have been robbed of But the expropriation 
of capital invested abroad places the British people aa a whole 
in the position of the capitalist extracting surplus value from 
workers in otlier countnes 

The exercise of elaborate moral casuistry by the British 
workers will however probably be obviated by the action of 
governments of debtor countnes who however deeply they 
honour m their own lands the sanctity of contract and the 
institution of pnvate property will almost certainly take 
advantage of the cstabUshment of sociabsm m Bntam to re 
pudiate their obligations m that direction 

4 - Will Socialism Lead to War? 

This 18 perhaps the place to deal with the objection made 
against socialism that if adopted by single countries it would 
embitter mtematiODal rclatiom and lead to war Under mdi 
vidualiam the terms m which aay wheat m one country is 
exchanged for machmery m another concern a multitude of 
individual trades if the terms alter, some traders gam and 
some lose in both countnes the populations as a whole do 
not feel concerned But, it is claimed if countnes trade with 
each other as amgle umts every change in the conditions of 
trade every time that one country estnbhshes an industry to 
produce something that it previously imported every tunc 
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that one country decidea to alter the channels of trade and 
buy from or sell to a third country in preference to the coun 
try with which it formerly dealt any change of thia kind will 
become a matter m which the entire population of two or more 
countnes will acquire a material interest, and the occasions 
of conflict and quarrel between nations will be multiplied 

This ho>Ycver la precisely what la actually happening 
on an ever increasing ecale under capitahsm It occurs 
because under capitalism there is a separation of interests 
between the capitalist class ^or certain sections of it) and 
the population as a whole This separation of mtereats makes 
it possible for capitalist intcreeta within a country to pursue 
a foreign policy in which the economic welfare of the people 
IS sacrificed to the real or imagmed economic interests of a 
small mmonty Economic nationalism and economic im 
penalism irapovensh not only the world as a whole but the 
great bulk of the people in the countnes that practise them 
nevertheless they do enhance the profits of certam sections of 
the capitahst claw As long as free competition is maintained 
under capitalism this separation of interest although pro 
ductive of domettic disharraonics does not strongly influence 
foreign pohey smee no one capitalist la strong enough to m 
fluence the state machine Thus competitive capitahsm doc* 
not display a marked tendency to economic nationalism 
1 he more capitalism assumes a raonopohstic form however 
the stronger is the tendency to economic nationaJisra More 
over a cleavage of mterests occurs even within the ranks of 
capital heavy mduatry allied with finance eacnficea other and 
weaker capitalist mterests to gratify its own urge to export 
capital It 18 often stated that the policy of modem states as 
m the era of raercantdisra places power above welftre. This 
18 not strictly true The fascist state — even the liberal demo- 
cratic empire — sacrifices welfare it is true, and may even 
sacrifice profits temporarily but the power at which it aims 

4117 B b 
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18 sought for the sake of ultimate profit — a place m the aun’ 
for heavy induatry and the export of capital the exclusive 
control of ramerala or of temtory suitable for plantation 
economy, acceaa to reservoirs of cheap and docile labour 
But It 18 precisely because this separation of interests v ould 
no longer exist under socialism that we have little reason to 
expect that a socialist country would pursue a pohey of 
economic nationalism If the gums of economic imperialism 
were balanced agamst its real cost it would be found m nearly 
every case to be unjustified on purely matenal grounds The 
libci^ economists are perfectly right m asserting that it does 
not pay from the point of view of the national economy as a 
whole ' What they sometimes fail to see is that it pays from 
the point of view of a class or a section of a class WTiere 
one party takes the nak and bears the costs of an enterprise 
and another gets the profits it is likely that mvestment in 
that form of activity will be pushed far beyond the point of 
economic equihbnum (In fact economic nationalism and 
economic unpenahsm are outstanding examples of divergence 
betv een marginal private net product and marginal social net 
product ) But once let the profits and the costs be spread 
over the same body of persons (to wit, the entire population 
of a socialist community) and the folly and futility of ira 
penalism wtU become obvious No sociahst country would 
“treat imports as curses and exports as bleasmgs seeking to 
restrict the former and maxmuxe the latter nor Vfould it 
imagine that it could make itself richer by giving away its 
substance (as m the case of subsidized export schemes) The 
USSR almost alone among national economies at the 
present day treats exports as the necessary price to pay for 
desired imports and deliberately diminishes its exports of 
certain goods (timber and foodstuffs) as its own pr^uctrve 
powers mcrease Trade between socialist countnes wiH 

BctN AngtU The Great JlIunoH Thu Hovt and Hove tiot Bns%H*n 
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oxempliiy the pnncjples of nineteenth century econojruc 
liberalism it will be a mutual benefit and a force making for 
peace 

Stnctly speaking however tlus harmany of interests 
applies without any acrioua qualification only to the exchange 
of goods In the movement ot capital and of human beings 
cases of disharmony can anee The import ond export of 
capital although immediately beneficial to both parties may 
give nse to conflicts of mterest between debtor and creditor 
communities Such transactions should therefore be entered 
into with pecuhar circuraapection Tlie migration of pteoples 
especially where they arc of widely different social conditions, 
may also be grounds of economic disharmony (see Chapter 
IV section 7) Capital transactions are not however likely 
to lead to serious conflicts of interest, since the net addition 
that any country could hope to moke to its national income 
by international usury is a tnfle m comparison with the cost 
of collecting interest from an unwilling debtor ' 

There remains as the only possible source of mternational 
conflict, the problem ot migrntion War for possession of 
territory la conceivable between a commumty with a sparse 
population abundant natural resources and a high standard 
of life and a community with a dense population few natural 
resources and a low standard of life E^en this danger 
though It must be admitted os a theoretical possibility 
IS improbable m practice The spread of birth conUol 
throughout the world is leading to a state of affairs m which 


Dntajn I income from ov tscob invwtmanti \Mia nullloni in 

1929 (Sir Robert KlndertJcy Economic youTHol December 1937) Thii 
amount of capital mvetted at homo would have brought in tome return »o 
tho net addition to Bnaih incomo woi much leu than thu Auume that 
the return at homo would hnvo been one-half that of foreign inveatment 
(it would probflbl> liave been more) and v.e get a net addition to British 
mcome of not more than fio(t million! which amounts to less than 
lor per head per annum or about 3 per cent ot tl>e national mcome 
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population dearth and not population preseure la the most 
likely danger to avilizotion Moreover, the peoples whose 
rulers talk most aggressively of requinng temtory for overseas 
expansion of being hemmed in by other countries of being 
people without room are suffering more from the mill 
tanstic policy of these same rulers than from population 
pressure (In many cases the same dictators who demand 
coloiucs for a surplus population are frantically trymg to 
reverse the trend of a fallmg birth rate ) Reduce military 
expenditure abolish black shirt militias and the corruption 
of functionanea who may not be cnticnzed or brought to 
account return to the people the profits rent and mtercst 
that their rulers extract from them under the protection of 
this same anny and militia and there would be few ay rap 
toms of population pressure 

The same considerations apply to the case of raw materials 
A policy of exclusive tcrntonal possession and monopolistic 
exploitation of raw matenal suppbes brings profits to small 
sectioofl of the capitalist class sections which tend m the 
age of monopoly capitalism to become politically dominant 
But the people of any country will nearly always stand to 
benefit by a pohey of tlie open door and of exchange on non 
discnmmatmg terms ‘ The profits of an exclusive pohey 
will always be small and uncertain, outweighed moreover by 
the costa of aggressive armaments In a world contammg 
both socialist and capitalist imperialist countries however 
it might be necessary for the former to arm themselves not 
m order to secure exclusive control of raw inatenala for 
themselves but to prevent the latter from domg so 

A poetible oxcepekm u In the caw of a tmill Dstioa that cootroli 
the xoit cuppty of an iodlapcnaeble comnwdit} buch a nation could 
mao iti collective atandord of Uvinif to a certain extent by a monopollatic 
pobev But no Kurce of aupply nowadoyi romalni for long the ule 
•crurce Chile 5 monopoly of nitntes waa toon broken by the Haber 
procea of fixing atmotphenc n itro ge n 



CHAPTER VIII 
MONEY AND PRICES 
I Monit 

T he adoption of a pncing aystem by our socialist com 
jnonwcaJth involves the use of money In the economic 
arrangementB that \vc Iiavc sketched out there will be tlirce 
kmda ot money payments payments bet^vecn one organ of 
collective economy and another, payments between an organ 
of collective economy and a private indrvidual, and payments 
between private individuals The first kind of payment corre 
aponds to inter firm tnmsactiona in capitalist economy 1 o 
effect It no material current money of any kind (notes or 
coins) 18 necessary Aa goods arc transferred from one Cor 
poration or Trust to another or from a producing organua 
tiOn to a co-operative society or other sales agency the one 
will be credited and the other debited widi their value m 
the boob ot the Central Bunk Payments of the second and 
third kind u ill create the need for come form of individually 
disposable purchaamg potser (le money) This will be re 
quired for effecting tlie sale of goods at a price to tlic 
consumer (Chapter II, section 4) and the distnbutioQ of 
individual mcomc through the payment of w ages and other 
allowances (Chapter IV, section 5) The same form of 
money would presumably be used for payments bet^^een 
individuals (the third kind of payment mentioned above) 
These payments would be multiplied by the development 
of a sector of private enterprise, but even m the absence 
of a pnvate sector there would presumably be some trans 
actions between mdividuiils — gifts, odd loans of small 
sums, sale ot second hand gooda and ot the product of 
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Bpare-tirac activity eubBcnptions to clubs and other voluntary 

associations ’ 

Such freely disposable tokens of purchasing power may 
take cither of two forma (i) current money fnotes or coing) 
(ii) book entry money (bank deposits transferable by cheque 
or by a giro aystera) 

It has been suggested that current money could be dis- 
pensed witli m favour of traoaferB in mdividuai ledger ac 
counts m some central institution Every citizen would be 
credited m the books of this institution with his mcome cal 
culated m some definite unit of value, and he would make 
payments, by a sort of clieque or giro system to the retad 
tradmg organs of the community for ah goods and services 
that he purchased Convenience would probably dictate the 
development of some such system just as the well to-do 
citizen to day deposits most of his income m the bank and 
pays his tradesmen by cheque In a socialist community 
probably every citizen would have his wages and other allow 
ances paid into his savings bank account und would make a 
monthly settlement with the co-operative society where moat 
of his purchases would be made But even so the book 
entnes under such a scheme still remam money in the sense 
of freely dis^xisable purchasing power 

However It would appear difficult to generalize the book 
entry system for all transactions In particular there remam 
the problems of the traveller and of the casual disbursement 
of a mall sums One cannot pay by cheque for tram ndcs 
postage stamps, telephone calls andnewapapera One wishes 
to buy cigarettes or sweets or flowers when one s own co 
operative store is not handy and to have occasional meals 

‘ Cf H G Well* ID New Worlds for Old {p 1+3) Moaev li 

mdiipeniablo to human froedom The featurcleMnoM of nionoy iti 
univcrwl convortibihtv gnot human beta^ a latitude of choice and 
ielf-«rpro«»ion m iti spending that u loconcelvabte without ks use 
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and dnnks when away from home Of course thuiga like 
trams letter post, and newspapers might m time come 
to be provided free and an extension of the co-operative 
retail trading system might make it possible for an individual 
to walk into any shop anywhere and buy as much as he 
ivanted simply on presentation of his savings book or his 
CO operative pass book Under tliese circumstances the use 
of corns and notes might dwmdlc to vanishing point Even 
so It would scarcely be possible to eliminate all occasions for 
petty-caeh disbursements Moreover the cheque system is 
uneconomical for small transactions smee the administrative 
cost of cheque clearings depends on the number and not on 
the viagmiude of the transactions 

One reason why many socmJist writers object to the use ot 
current money m their ideal commonwealth, but permit the 
use of book entry money is their fear of the anonymity of 
the former If ail transactions went through the medium of 
a smgle banking insQtutioD it would be easier to trace and 
control transacbons between individuals of an anti social 
nature Bnbery gambling and pnvatc trading for a proBt 
would certainlv have a much greater chance of flounahing 
where notes and com were in general use transferable with 
out fonnahty and without record tlian where all payments 
went through the books of an onuuprceent omniscient organ 
of the collective economy (Even m the latter case how 
c\er if pnvatc individuals really ivanted to evade social con 
trol of such activities they would probably evolve their ovn 
unofticial token currency to be used for gimbhng or pnvatc 
trade and citlier exchanged for official bank money m devious 
ways or redeemed m terms of commodities that were both 
produced and consumed outside the ambit of socialist cco 
nomy ) 

However it will be isaumed that current money is in use 
for small payments m the socialist community That it ought 
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to be purely token money should be clear for two reasons 
One 18 that the use of full value corns represents an entirely 
useless -waste of natural resources there are better -use* for 
the precious metala than to serve as a medium of cichangc ’ 
The other la that the community a current money ought to 
be purely domestic money The influx and efflux of money 
from outside communities would be an clement too diaturlv 
mg of the planned economy If citizens wish to buy goods 
from outside they must obtain foreign exchange from the 
Central Bank m whose hands all foreign trade transactioiiB 
will be centralized (see Chapter VII section 2 ) 

2 Circulation 

The arculation of money against goods must be carefully 
controlled in the economic plan Every part of the plan must 
be worked out m two distinct ways in terms of real goods 
and acrvicca produced and consumed and m terms of money 
payments Tliua a kind of double account book keeping will 
check every stage and department of production * 

In particular care must be taken m the issue of individual 
purchaamg power (currency or credit) in the division of indi 
vidual consumption The issue of money must be carefully 
co-ordmated with the whole economic plan for this division 


It may b« that udco metal dUks are inoro hygHnic and coDvenient 
than pap«r notes part of the largo t^ock of gold now hold ta moDCtarv 
reterve will bo mada use of m tbo form of a gold cojnago But tbooe 
C 04 DS will be essontUlly gold tokeiu heunng the samu mlition to full 
vsluojjoid piecca ai our yrcsontojlTCpTCoini bear to the florin# tfaalcrs and 
five frinc pieces of the mid nineteenth century In this case, gold wfU 
return to monetary use but this tlmo os tho somint of socjcty and not 
as in master Even »o it is probable that gold would bo of more u« in 
fountom pen mbs clectricsl contacts cruablc* and contamors for odds 
than in cxilnago 

Cf tho practice of the plnnomg organa of tho R which draw 

up both a money balance and a goodo-bolooce for every largo enterprise 
and for every conolderable region of the country 
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The correct circulation of money against goods will only be 
achieved if the Biiin total of purchaning po^^er flowing into 
the market during a given penod in the form of wages 
social dividend and other money Allowances is equal to the 
sum of tlie prices of nil consumption goods offered for sale 
dunng the same period Tliat this can be achieved is seen 
by conaidcnng the facta (a) that the total value of consunip 
tion goods 18 equal to the total value of all goods produced 
leas the deductions for new capital formation and tor coin 
inuiial cunaumptiun (b) that the aurna diatnbutcd 111 personal 
mcome equal the eaminge of all fhetors ot productions less 
deductions for the same two purposes Smee the sum ot all 
prices of goods equals the eammga of all factors of produc 
tion the djstnbutioQ ot purchasing power given above will 
m principle ensure equibbnum ' However vanoiis unpre- 
meditated occurrences may upset this equihbnum The first 
two of these are due to the irruption of unexpected elements 
from unplanned portioDS of the social economy the tliird la 
due to deviations from the plan itself 
(i) Consumers may vary the rate of expenditure of pur 
chasing power in their hands Even tJiough private invest 
ment 18 forbidden saving in the sense of hoarding may exist 
Thus consumers may hoard money instead of spending it or 
may dislioard from previous accumulations ^ Tlus factor 
depends on the personal dcnsinns of millioiiB of indi 
vidual consumers Normally the statistical average of tlicir 
decisions may be taken by tlie planning authont) os constant 
over fairly long periods but in some circuinatancea it may 
undergo a biassed change in one direction that would affect 
the pnee level in an unforeseen manner 

S« Note on Natfonif Income p 338 

Tlu0 u cqmvTiknt to a change in wliat Manhall nnd 1 ipou vx)ukl cnll 
riio p 0|K»rt of ctourcca that coiuui ra Icct to h Id th f n f 
niorwrv what Hnt'ircv would call tbcir unspent ntanpn and wlmt Fisl ur 
would call the tck)cit> of circulahon of nwnev 
4527 c C 



